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FOREWORD 


This  cjcteasivc  survey  of  Uumtioii  of  the  forest  iaduetriee  in 
Ontario  is  exploratory  ia  nature.    It  attempts  to  clarify  the  relation* 
ships  hetween  taxation  policies  and  forest  policies,  between  taxation 
and  forestry.    A  broad  interpretation  of  taxation  has  been  taken  and 
in  so  doing  the  problems  involved  in  stnmpage  and  forest  tenure  have 
been  studied. 


As  a  result  of  this  study,   the  auUior  hopes  that  some  of  the 
problems  of  forest  taxation  will  have  been  more  clearly  defined  for 
future  intensive  investigation,  and  that  interest  will  be  aroused  in 
company  snd  government  officials  to  discuss  O&ese  matters  fully. 


On   August  29,   1952  an  agreement  was  signed  between  the 
Federal  and  the  Ontario  Governments  whereby  for  a  certain  annual 
subsidy  the  Provincial  government  agreed  to  suspend  its  personal 
income  tax  and  all  corporation  taxes  except  those  on  mining  and  log- 
ging income.     This  agreement  while  anticipated^  was  not  in  effect 
when  this  thesis  was  prepared  and  therefore  could  not  be  allowed  for. 
Its  operation  should  bring  about  certain  tax  reforms  which  mai«f 
people  have  urged  and  which  the  author  calls  attention  to  in  this  study. 


The  assistance  of  men  in  the  forest  industries  and  the  federal 
and  Provincial  governments  is  gratefully  acknowledged  along  with 
the  guidance  and  advice  given  by  the  faculty  members  of  the  Faculty 
of  Forestry  and  the  Department  of  Political  Science  and  Economics 
of  the  University  of  Toronto.    The  award  to  the  author  of  one  of  the 
Spruce  Falls  Power  and  Paper  Co.     Fellowships  in  Forestry  and 


leave  of  absence  granted  by  the  Forestry  Branch  of  the  Department 
of  Reeourcea  and  Development  were  practical  aide  which  made  this 
study  possible* 


Ottawa,  September  1952, 


George  C,  Wilkes, 


Chapter  I 


♦ 


TAXATION  AND  FOREST  RESOURCES 


Taxes  and  forests  both  posaesa  uaique  featorea  which  give 
them  each  their  character.    As  Oie  fields  of  taxation  and  forestry 
overlap,  aa  vnderataading  of  these  features  and  ttieir  relationships 
is  essential  if  we  are  to  develop  administrative  policies  which  do 
not  conflict  but  rather  profxiote  the  most  effective  use  of  all  our 


resources. 


Philosophy  of  Taxation 

A  philosophy  of  taxation  is  largely  the  political  approach  to 
the  problena  of  raising  monies  for  government,    ft  is  a  system*  a 
way  of  taxing  the  people,  which  embodies  certain  purposes  and 
principles  and  whoae  form  will  be  altered  with  progreas  in  political 
and  economic  thought.    A  tax  philosphy  itself  is  but  one  facet  of  a 
larger  body  for  it  forms  an  integral  part  of  the  people's  philosophy 
of  government. 


Purposes  of  Taxation 

A  cC'Ontry's  taxing  policies  give  expression  to  its  tax  philosophy  ^ 
or  attempt  to  do  so.    And  the  first  thing  to  be  esUblished  with  any 
policy  is  its  purpose  or  purposes.    Broadly  there  are  two  of  these; 
financial  and  non- financial.  Somers  ((8l)  p.  132).    Financial  purposes 
include  the  raising  of  revenues  while  the  non-financial  enviaage  ends 
such  aa  the  excluaion  of  a  foreign  product  from  the  domestic  market 
er  the  discouragement  of  the  export  of  such  a  commodity  as  saw  logs. 
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It  will  be  realised  liiat  both  fjnmncial  and  mm-fliujicial  aime  are 
achieved  by  xnoet  taxes,  intentioiially  or  otherwise^  and  therefore 
both  ends  are  implicit  ia  any  tax  policy.    In  one  tax  the  fiaaacial 
purposes  are  stressed,  ia  another,  the  aon* financial  purpose  will 
be  accented.    As  these  purposes  are  at  tite  base  of  any  tax  policy, 
they  should  be  clearly  understood  and  foreseen  whenever  an  alter- 
ation is  proposed  in  the  taxation  system. 


Pr inclines  of  Taxation 

The  framing  of  a  fcax  or  a  tax  structure  aims  usually  at  con- 
formance to  certain  accepted  principles.    These  principles  which 
are  taken  as  guides  in  the  choice  of  taxing  meUiods  have  been  c<m- 
side  red  by  philosophers  and  economists  over  the  centuries.       Adam 
Smith  upheld  four  maxims  of  taxation,   2»nith  ((79)  pp.  777-778); 
equality  of  taxation,  certainty  as  contrasted  with  arbitrary  imposi- 
tion,  convenience  of  payment,  and  economy  of  collection.    H.  L.. 
Ltttn  ((53)  pp.  275-291)  established  seven  guides  for  taxation  which 
are  more  useful  when  we  consider  the  complex  tax  problems  of  today. 
He  states  that  taxes  should  be  adequate  and  productive  of  revenue, 
equitable,  elastic,  economical,  simple  In  application  and  administra- 
tion«  diversified,  and  constitutionally  fiexible.    H.M.  Groves  ((41)p.25) 
believes  that  the  rationality  of  a  tax,  its  effects  on  social  inequalities, 
its  sffects  on  the  economy,  and  its  practical  aspects  must  always  be 
measured  and  weighed  in  balance.    In  this  view,  the  ends  whether 
anticipated  or  not,  are  important  In  selection  of  the  means  to  their 
achievemsnt. 
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In  support  of  these  philosophical  precepts,  certain  more 
practical  prittcifdes  have  been  evolred  for  the  levying  of  a  tax« 
The  most  imiportant  of  these  are:    the  aMlitjr  to  pey;    the  benefits 
received;    earned  versas  unearned  income;    full  employment;    and 
expediency^    Generally  the  taxes  in  Ontario  are  based  upon  one  or 
more  of  ^ese  principles. 


It  is  not  the  purpose  of  this  thesis  to  discuss  the  merits  or 
demerits  of  these  principles.     Rattier  they  will  be  borne  in  mind 
when  the  practical  effects  of  the  taxes  paid  by  the  forest  industries 
are  considered.     It  is  sufficient  to  say  that  the  principles  are  not 
easy  to  apply  or  use  as  bases  for  they  involve  subjective  estimates 
and  valuations  whose  validity  will  vary  for  each  individual. 


Forest  Resources 
Qualities  of  the  Forest 

Forests  have  certain  distinctive  qualities.     First  and  fore- 
mosty   they  are  a  renewable  living  aaset:    succeeding  generations 
may  continue  to  possess  forest  wealth  provided  the  necessary  steps 
are  taken  to  obtain  forest  regeneration.     However,  like  many  other 
living  organisms,  trees  require  constant  protection  from  attack  by 
diaeaae  and  insects,    Second,  forests  are  variable  in  composition* 
This  variability  sometimes  creates  problems,  yet  it  is  a  feature 
providing  flexibility  in  the  forests  as  an  industrial  resource  and  as 
a  protection  against  erosion.     Third,    forests  are  able  to  utilise 
land  which  may  be  economically  unsuitable  for  any  other  purpose. 
Fourth,  forests  require  time  to  reach  econonaic  maturity  -  usually 
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longer  tiiaa  a  human  generation.     This  factor  is  the  basis  of  many 
problems:    (1)  financing  forest  management;    (2)  ensuring  continu- 
ity of  forest  policy;    (3)  providing  adequate  reserves  for  the  forest 
industries  •  especially  in  estimating  future  requirements;    and 
(4)  in  reaching  solutions  In  forest  research.     Tet  vrhlle  this  time 
element  demands  all  our  skill  in  trying  to  read  the  future  and  urges 
us  to  think  now  for  the  decades  ahead,  it  does  allow  us  time  within 
limits  to  adapt  the  forest  resource  to  xneet  changing  conditions  and 
requirements. 


Forest  Conditions 

Canada's  forest  resources  in  1952  are  still  eactensive.    Acces* 
sible  productive  timber  lands  cover  almost  4S4  thousand  square  miles» 
of  which  over  147  thousand  are  in  Ontario.       Tet  we  cannot  be  satis- 
fied for  our  forests  are  no  longer  as  great  as  they  once  were*     Many 
factors  have  contributed  to  the  destruction  and  mismanagement  the 
fine  timber  stands  of  the  past.    Firea  and  excessive  cutting  by  men 
under  the  belief  of  inexhaustible  timber  supplies  are  outstanding 
causes.     To  these  must  be  added  an  apparent  lack  of  reconciliation 
of  taxation  and  tenure  policies  with  other  policies  affecting  the 
forests.^    And  in  the  train  of  these  conflicts   —  often  basic   •- 
followed  attitudes  and  actions  by  governm;ent  officials,  company  ex- 
ecutives»  and  individuals  which  sometimes  have  worsened  the  pros- 
pects of  establishing  proper  forest  management. 


1.  See  the  Appendix  to  thin  chapUr  for  more  detailed  data  of  the 
forest  inventories  lor  Ontario  and  for  Canada  as  a  whole. 

2.  For  example:    the  reductions  in  incentives  for  company  invest- 
ment Ui  forest  management  as  a  result  of  high  income  tax  rates; 
problems  concerning  stumpage  and  equity  in  future  stands  of 
timber  resulting  from  susUined  yield;    etc.     This  point  is  ex- 
panded in  succeeding  chapters. 
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^^_^             Economic  Signifieanco 

^^^K                        Because  of  tiboir  cxUuit  and  Ufh  qioalitf «  Canada^a  forcaia 

^^^P            prorida  tha  raw  matariala  for  mnm  of  Ika  iarga  aactors  ia  Iha 

^^^V            Canadian  acoa»inf«    Thia  aactor  ia  latag ratad  witti  aad  aapporta  tibe 

ofliars  to  mich  a  degraa  Uiat  failure  of  our  tindbar  sitpplies  would 
greatly  depreas  Canada*  a  bigh  ataadard  of  livi&g. 


M 


The  Canadiaat  people  and  Canadian  industry  are  well  aware 
of  the  economic  importance  of  ttie  wood  from  the  country* s  foreata* 
They  know  that  ttie  woodamcn  following  in  Oie  paths  of  flie  fur 
traders  played  a  aigaittcant  role  in  Canadian  hiatory  from  the 
eighteenth  century  up  to  the  present  day.    The  labours  of  theae 
men  have  gone  to  atrengttenjng  trade  connectiana  with  Great  Britain 
and  the  United  Stateat  to  aupporti]^  Oie  development  of  tranaporta* 
tion  facilitiaa  and  the  foreat  induatHes.  and  to  aaaiatiag  the  auccessful 
operation  of  other  primary  end  secondary  Industries.     The  Appendix 
to  ttiis  chapter  containa  atatiatical  data  indicating  the  economic  value 
of  the  forests  and  foreat  induatries  for  both  the  Province  of  Ontario 
and  Canada  aa  a  whole.     Theae  data  show  that  theae  forest  and  indue* 
trial  reaources  are  essential  to  Canadian  economic  and  aocial  life 
and  are  likely  to  remain  so. 


Althoui^  the  uses  of  timber  are  well  known,  the  non«timber 
valuea  of  the  foreata  are  only  now  being  given  their  proper  recogni- 
tion.   This  is  largely  because  such  values  are  difficult  to  expreaa  in 
doilara,  in  emj^oyment,  or  aa  aourcea  of  income.    Can  Csnadisns 
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ad«9aalely  memaiirc  Hie  plcmsure  and  recrcatioa  ttiat  the  forests 
yearly  provide  T    Can  they  evmluate  the  protecttoa  timbered  lands 
fire  to  wild  life,  to  soil,  and  even  to  homest.    Tet  If  we  faU  Im 
suitable  expression  of  these  irahies.  their  vital  importance  to  the 
country  tfiould  not  be  disregarded  or  dismissed. 

Of  prime  economic  importance  is  the  ratio  of  the  aanual 
growth  of  new  wood  in  the  forest  to  the  annnal  depletion  of  mature 
timber.    At  present  almost  nothing  is  known  concerning  this  ratto 
either  for  Ontario  as  a  whole  or  for  the  different  foresUd  regions 
Experienced  observers  state  that  in  many  locaUtieo  the  ratio  is 
badly  out  of  balance,  that  severe  over*cutting  is  taking  place. 
Ontario  ((71)  pp.   16,17,41,42,71-73).     hi  some  areas  a  balance 
has  probably  been  struck.    But  the  lack  of  precise  informaUon  in- 
dicates the  urgent  need  for  reliable  data  on  this  matter. 

Interests  Involved  in  the  Forest 

Direct  responsibility  for  the  administration  of  Ontario's 
forests  lies  with  the  Provincial  government.      Ultimately  it  rmmU 
with  each  inhabitant  of  the  Province.    If  he  holds  cutting  rights 
from  the  Crown,  an  individual  may  be  held  directly  accounUble 
for  those  lands.    As  corporate  individuals,  the  forest  industHes 
are  in  a  similar  position.    Consideriim  the  large  proportion  of 
foresUd  land  owned  by  the  Crown.  ^  ttiere  can  be  no  dispute  as  to 
the  prime  portion  of  tiie  Provincial  auttuiriUes  in  the  field  of 


!•    For  more  detailed  discuasions  of  this  matter 
2.    See  appendix,    pp.   10  and  11. 


»\ 
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forest  mMBaigmtnmtiti 


The  common  elemeat  in  iiieM  InteresU  is  the  perpetuation 
of  the  forest  resource  in  the  hemlthiest  end  most  productlre  sUte 
possible  U2ftder  the  conditions  set  by  ttie  economy  in  the  widest 
sense.    Such  conditioninf  factors  would  include:    (i)  the  amount 
of  nasney  whidii  can  be  spent  at  any  time  on  all  phases  of  forestry 
and  the  amount  ^i^ch  will  be  spent  on  any  particular  phase;    (2) 
other  cUi^rns  on  the  Hnancial  resources  of  government,  industry, 
and  the  community  at  large;    (3)  limiUd  scientific  knowledge 
concerning  the  forests  and  their  proper  management  and  limited 
research  on  flie  problems  involved;    (4)  the  raU  of  progress  In 
technological  and  industrial  research  for  the  optimum  use  of 
forest  products;    (S)  present  and  future  market  conditions  for  forest 
and  wood  producU;  and  (6)  the  culb&ral  and  economic  institutions  of 
society  such  as  the  consUtution,   property^  and  ca|dtaUst  enterprise. 


tion  and  Forest  Resources 


Certain  unique  reUtionships  exist  between  taxation  and 
forestry.    Where  the  two  fields  overlap,  the  quaUties  of  the  forest 
mentioned  above  are  the  factors  which  should  give  forest  tsxaUon 
policies  ttieir  characteristic  form. 

Forests  unlike  minerals  are  renewable  assets.     This  fact 
should  give  stability  and  long  life  to  flie  forest  industries  while  a 
miners  existence  is  limited  to  iSkm  extent  of  the  ore  body.    There- 
fore if  &e  forests  are  managed  and  not  merely  ndned  they  will 
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continue  to  comtHlMite  thdr  share  to  governmeat  reveaaee  long 
after  masy  mlnae  are  exhaasted.    For  thia  reason  tax  policiea  aa 
related  to  the  foreata  should  be  c<msidered  as  much  from  the 
lottfterm  as  from  the  short-term  point  of  view. 

The  exteasire  distribution  of  the  foresU.  and  the  variabUity 
of  their  compositloa  and  quaUty  are  two  of  the  bases  for  Canada* s 
broad  and  diirersilled  forest  economy.    And  because  the  forest 
economy  Is  broad,  governments  may  spread  their  taxes  nwre 
widely.    Tax  revenues  will  be  more  elaatic  than  if  the  forest 
ecosK>my  were  narrow, 

Becaasa  of  the  multiplicity  of  forest  valaea,  the  forest 
sector  of  the  country^s  economy  is  tied  closely  to  other  sectors 
such  as  the  tourist  industry  and  trapping.    If  taxation  poUaea  are 
such  as  to  discourage  the  forest  industries  from  taking  adequaU 

of  their  foreat  resources,  these  other  industries  might  suffer 


adverse  effects. 

The  ti**^  element  involved  in  forest  management  urges 
that  tax  policies  be  stable.    Uncertainty,  hany  purpoaes,  and 
vacUUting  attitudes  to  taxation  wiU  have  repercuasions  on  the 
foresU.     Foraat  auttiorities  generaUy  agree  that  the  returns  on 
investments  In  managed  timber  landa  wUl  be  somew^iat  lower 
than  on  iaveatmenU  in  other  business  enUrprUes  where  Oie  turn 
over  in  capital  is  rapid.    If  ttiese  loreat  investmeaU  are  to  be 


•acouraged^   stmbl«  mmd  fair  tax  policies  are  impcraliTC.    Fmrtliar* 
mora,   lax  rafalations  may  ba  daaigaad  ta  rmdxi/cm  risk  aad  ovar* 
cama  tlia  ralactaaca  that  compawf  axacuUv^aa  alMW  in  makiag  laag* 
tarm  foraat  iniratftniaata. 


a  a  a  a  ♦  ♦ 
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la  tka  long^rua  the  ravaaoaa  of  goiranunaai  will  ramain  moat 
bouyaat  Juat  aa  long  aa  the  aconomy  i^  moat  proaparoua*    Aad  that 
aactor  of  tke  acoaomy  baaad  upoa  tha  foraata»  witib  tha  halp  of 
govaramaat  aad  tha  commuaity,  maat  eaaura  that  tha  foraat  v* 
aourcaa  ara  aot  dapri^rad  af  tha  aa^aaaary  laada  for  their  good 
maaagamaat,    A  cloaa  attaati<m  to  tax  policiaa  hy  all  partiaa  ia 
aa  aaaaatial  ia  this  regard. 
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This  mpp«adlx  coaUias  c«rUia  forest  statistics  for  Csnsds 
sad  Iks  Provlscs  of  Ontario.    A  compsrisoa  of  ^m  Proviacial  sad 
ffinfiiifmii  data  will  proride  Infomiatiofi  coacoraiaf  ^s  relatiTS 
inportaacs  of  tho  Proriacial  forsst  scoaomy  as  a  part  of  tibc 
c<matry<s  wiiols  oconomy  and  of  that  part  which  is  hasod  upon  ths 
forssts.    hi  addition  to  these  stetisUcs  n  hrief  stateament  provides 
the  highlights  of  the  present  form  of  administration  of  Ontario* • 


Crown  forests* 


Forest  inventory*    1951 
la  Square  Miles 


Total  Forested  L^and 
Total  Productive  Forest 
Accessihle  Productive  Forest 
Productive  Forest  by  Cover  Types  and  Size 
All  Types  •  Merchantable  Timher 

Young  Growth 
Softwood  -    MerchanUble  Timber 

Young  Growth 
hUaedwood  •  Merchantable  Timber 

Youag  Growth 
Hardwood  •    Merchantable  Timber 

Young  Growth 


Ontario 


237.200  1,299, 759 
173.800  712^452 
147,600         483,809 


66. 900 

301. 341 

104. 900 

411,111 

36. 900 

210. 131 

29.300 

182, 249 

24.100 

4«,S74 

47.400 

146. S09 

S,900 

22.434 

10,200 

t2,333 

^    Exclusive  of  Labrador 


'IBt' 
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Tesare  of  Occupied  Forest  Land.   1951* 


In  Square  Miles 


Ontario 


Occupied  Crown  Luanda 

Polpwood  Licences 
Saw  Timber  Licensee 


Other  Tenures 


Totals 


Privately  Owned  Forest  Land 
Farm  Vl^oodlots 


Other  Private  Forests 


Totals 


Total  Occupied  Forest  Land 
^    Exclusive  of  Labrador 


66.2S4 

158, 125 

!2,09S 

35. 135 

— 

3,960 

78. 349 

197.  220 

6.0S9 

32,594 

8.201 

64,114 

14.240 

96,708 

92. 589 

293, 928 

Inventory  of  Accessible  Timber  of  Merchantable  Siae,   1951 


Ontario 


Canada^ 


Saw  Timber  «  M.M.  F.b.na. 

Softwoods 

Hardwoods 

Totals 
Smaller  Material  •  M.  Cords 

Softwoods 

Hardwoods 

Totals 
^    JCxclusive  of  Labrador 


42,775         212»130 


11.529 


33, 069 


54,  304    245, 199 


261,515  1,101,425 
300, 3gO  617,311 
561,095  1,710,736 
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Productioa  and  Other  Economic  Statiaticft 


1948 
1949 


Lumber  Productioa-M,  F.b»m, 


1948 

1949 
Value  of  lAunber  Production  -  $  Bdilliono 
1948 


1949 


OnUrio 

Canada 

t.  Merchimtablc  Timbei 

654. ?6« 

3, 198,  179 

632.  202 

3. 140, 137 

760. 198 

5, 908. 798 

793, 039 

5.915,443 

46.9 

340.  9 

49.8 

334.8 

Principle  Statietice  of  All  Forest  Industries 


1948 
No.  of  It^aaployees 
Salaries  and  Wages  -  $  Millions 
Gross  Value  of  Production  -  $  Millions 
Net  Value  of  Production  -  $  Millions 


1949 

No.  of  E 


Salaries  and  Wages -$  Millions 

Gross  Value  of  Production  -  $  Millions 

Net  Value  of  Production  -  $  Millions 


1948 
1949 


Net  Value  of  Production  of  All  Industries 

$    MilUons 

>,758.3 
4.114.8 


104.853 

350. 620 

215.6 

762.6 

779.1 

2, 494. 9 

403.2 

1.376.9 

89, 306 

324.  223 

202.1 

754.3 

764.7 

2, 494. 8 

406.1 

1,373.1 

9,351.5 
9, 997. 1 
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Invntorf  data  ara  from  ttia  baUaUa  -  FOREST  AND  FOREST 
PRODUCTS  STATISTICS^  Canada  ( 1 5  )«    Prodacttoa  and  otlMr 
•coaomic  alatiatica  ara  from  ralevaal  poblieatiana  of  tha  Domlaioa 
Baraau  of  Statiatica  and  tha  THIRD  ANNUAJL  ECONOMIC  REPORT 
for  tha  Province  of  Oalario,  (66). 


Nota 
Without  rapaatiag  dataila  for  the  diaposal  of  Crown  timber 
aiMl  ttie  payment  of  atumpage  daea  and  other  Cro^im  chargea  reviewed 
in  later  chaptera»  two  aaiient  featurea  in  the  foreat  management 
^'^oliciea  of  the  Ontario  govemnwent  may  be  noted:    the  leaaing  and 
lice:\aing  aystem  and  ^e  requirements  to  institute  management 
progran^a  on  leased  and  licenaed  lands* 

The  two  chief  means  whereby  timber  is  obtained  from  Crown 
lands,   are  by  timber  licencea  renewable  annually  and  by  polpwood 
agreententa  for  21  year  perioda  renewable  for  farther  perioda. 
Timber  agrcementa  have  been  ^immm^.  tor  10  year  perioda  aubject 
to  the  annual  renewal  of  the  timber  licoMze.    Theae  forma  of  Unure 
are  more  fully  described  in  Chapter  Y. 

Ontario* a  sxpreaaed  poUcy  U  that  tha  Province^a  foreata 
ahall  be  managed  to  yield  periodic  timber  cropa  in  perpetuity. 


^yH^gr^Tfyi^mt 


p|%H# 


The  Provincial  aatteritiea  are  reaponaiUe  for  Um  amaller  areaa 


M4 


aad  thost  presently  uiutlleiiaUd*    Through  Joint  efforts  on  tk« 
part  of  govoramoat  and  industry,  ttio  forests  are  to  be  brouglit 
under  forest  mnnagement  plans* 
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Chapter  II 


AN  HISTORICAL  OUTLINE  OF  TAXES  AFFECTING  THE 

FOREST  INDUSTRIES 


Forest  Tajcation  in  Ontario  up  to  the  Twentieth  Century 


Prior  to  Cmtfederatioa  ^ 
Before  the  begianing  of  the  alneteenth  century  Canadian 
forest  resources  contrihuted  little  to  the  reveime  needs  of  the 
coloaies.    With  the  passing  of  the  Constitution  Act  in  1791,  Upper 
Canada  was  created  and  provided  with  a  rather  simple  structure 
of  government.     Its  funds  were  derived  largely  from  the  imperial 
government,  from  a  share  in  the  customs  levied  at  Quebec  and 
Montreal,  and  from  similar  tolls  raised  in  trading  on  the  Great 
Lakes.     Municipal  revenues  and  a  small  portion  of  provincial 
money  caxne  from  property  taxes. 


!•  Annual  Keport  of  the  Clerk  of  Forestry  for  the  Province  of 
Ontario.    1899.    Cited  hereafter  as  Report  of  1899.     The  autiior 
has  drawn  extensively  on  this  report  for  material  in  this  section. 

2.  By  the  act  14  George  HI*   Chap.  83  (Great  Britain).   1774.  a 
measure  of  self  government  was  given  to  what  was  then  the 
Province  of  Quebec.     This  included  OnUrio.     The  legislative 
council  autboriaed  by  Section  13  could  not  levy  taxes  hut  was  to 
raise  money  for  local  purposes  by  means  of  property  taxes. 
This  part  of  tt^is  act  remained  in  force  when  the  Constitution  Act 
of  1791  *  31  George  m.  Chap.   31  (Great  Britain)  -  was  passed. 
This  esUblished  the  Provinces  of  Upper  and  Uower  Canada.    The 
Upper  Canada  act  33  George  lU,  Chapu  2  (Upper  Canada)  provided 
for  tite  appointment  of  local  assessors.    This  note  does  not  fix 
the  date  when  local  property  taxies  were  first  authorised  in  the 
territory  nAiich  is  now  OnUrio  but  it  does  show  bow  long  they 
kave  been  established. 


■^i^ 
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fai  1808  th«  govcnuntni  of  L.ow«r  Caaada  impoted  m  Us  am 
•cows  of  lumber  aad  eribo  of  square  timber  paaaiag  through  the 
SU  Lawrence  rapids  between  Chateauguay  and  Montreal.  The 
monies  collected  were  to  provide  a  fund  for  improvement  of  la* 
land  navigation  on  the  St«  Lawrence  River,  Timber  operators 
bringing  their  rafts  down  from  the  Ottawa  contribnUd  their  share 

to  Hds  fbnd« 

M  Upper  Canada,  authority  for  the  sale  of  timber  was  arst 
issued  bf  the  Lieutenant  Governor,  Sir  I^regrine  Maitlaad,  In  a 
px*ociamation  dated  1816,   Report  of  1899  ((67)  pp.  49  and  50)« 
Uad«r  iastrttctknu  from  Oic  C(»iBanl««iOi»iftr  of  the  Treaanry  la 
Caf  Uad.  tfa«  5«rv«y«r  Ceaaral  of  Woods  aaf  3r  or«aU  wa»  to  fraat 
lic«ac«s  ea  aaKlteaatod  Crowa  Uada  oa  the  Ottawa  Rivor.     To  ob- 
taia  a  licaaca  th*  operator  had  to  agr««  to  pay  the  retca  Mt  by  the 
CommUaiaaar  for  Crows  Laada.    The  year  liZT  aaw  timber  11- 
ceacea  up  for  auction  tor  the  firat  tima.  *      Thua  b^aa  the  ayatcm 
whereby  the  pvrchaaera.  la  biddiag  tor  the  Ucaacea.  came  to  pay 
a  aum  or  boaua  over  aad  above  the  toAtial  or  reaervc  price  aet  by 
r^olation.    A  peaalty  of  double  the  price  (duea)  waa  to  be  exacted 
from  aay  oi»erator  catting  timber  which  did  aot  aquare  B  iachea  or 
over.     There  are  two  polnta  of  iatereat  here.    Firat,  a  vary  em- 
bryonic form  of  timber  mMafement*  waa  tied  la  with  reveaae 
prodttclag  regulatioaa.    Secoad.  the  latroducUoa  of  atumpag e  aa 

1,  48  George  m.  Chap.   19  (l-owar  Caaada). 

2.  Report  of  1899.  P»  M.    WhUe  the  «ctloa  of  llmlta  waa  totroduced 
at  ttda  daU.   the  pracUce  of  graating  them  to  the  l^i8>'«*t,^^<i«' 
did  aot  become  geaeral  oatU  afUr  184*.    See  Report  of  1899, 

pp.  62, 6S.  aad  82. 
S.  Bv  preveatiag  the  cattlag  of  timber  uatU  It  had  "aUalaed  aaitable 
gJoith",  S/goverameat  may  oaly  have  ^^^-'^ ^  ^'''^X 
tkm  lumber  trade  rather  thaa  the  for.ata.    B  U  dlfflcult  to  aaeeaa 

the  meaaiag  of  theae  worda  today. 
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a  source  of  revenue  was  effected  by  regulations  Issued  by  the 
Commissioner  of  Crown  Luanda  and  not  by  statute. 


It  was  not  until  a  Select  Committee  of  the  JLegislature  of 
the  united  Province  of  Canada  had  reported  in  1849  on  the  state 
of  the  forests  and  ticnber  disposal,   Canada  (l  2a), that  the  gov- 
ernment enacted  legislation  embodying  its  previous  timber  regu- 
lations.    This  was  an  act  for  **The  Sale  and  Better  Management 
of  Timber  on  Public  Ljinds".  The  Select  Committee's  report 

reconunended  charging  an  annual  ground  rent  as  well  as  timber 
dues  in  order  to  prevent  any  monopoly  or  speculation  in  licences. 
However  this  recommendation  was  not  adopted  until  1851,   Report 

of  1899  ((67)  p.  79).  Regulations  for  that  year  imposed  an  an- 

» 

nual  rental  of  two  shillings  six  pence  per  square  mile  or  a  mini- 
mum rental  oi  ;^  I  per  licence.     In  addition,   these  charges  were 
doubled  each  year  if  the  limit  were  not  occupied  by  the  licence 
holder.     The  government  also  doubled  the  dues  on  saw  logs  which 
were  cut  and  then  exported.     This  was  done  to  discourage  the 
export  of  unmanufactured  logs  to  American  mills. 


.(*- 


In  1854  another  i>clect  Committee  of  the  Legis^siture  con- 
ducted hearings  on  the  management  of  the  forests.     They  examined 
the  American  system  for  timber  disposal  by  sale  of  timbered  lands. 


I.   12  Victoria,   Chap.   30  (Canada). 


2.   See  Chap.   Ill  p.  75        for  further  deUils  concerning  the  purpose 
of  charging  ground  rent. 


r 
I 
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Under  thii  Mynt^m  land,  upon  which  th«  re  was  an  upset  or  re- 
serve price  of  $!•  25  per  acre,   was  auctioned  for  sale.     In  this 
way  the  government  believed  it  encouraged  settlement  oi 
timbered  agricultural  lands.     They  also  believed  that  any  lands 
where  the  timber  was  poor  in  quality  would  have  the  timber  cut 
if  the  land  were  sold  and  that  the  timber  would  remain  uncut  if 
disposed  of  by  a  timber  licence.     Furthermore,    it  was  also  held 
that  the  sale  of  lands  created  a  better  basis  for  property  taxation 
than  if  lands  were  only  leased.         The  Committee  rejected  this 
method  as  being  unsuitable  for  Canada^  and  gave  their  support 
to  the  government's  licensing  systenn,    Canada  (IZh).  The  Com- 
mittee believed  that  the  American  system  would  hinder  orderly 
settlement  and  mean  lower  revenues  to  the  Crown,     Nine  yeara 
later  another  Select  Committee  examined  the  lumber  trade  and 
the  disposal  of  cutting  licences.     While  no  final  report  was  ever 
prepared  by  this  Committer,  an  interimi  report  gives  the  evidence 
it  gathered  at  its  hearings.     This  shows  that  the  members  were 
concerned  with  an  apparent  insecurity  of  tenure  of  timber  lands 
under  the  licensing  system  because  of  its  effect  on  the  pros- 
perity of  the  lumber  industry  and  the  protection  of  the  forests. 
They  urged  improvements  to  give  the  licensee  a  more  secure 
tenure,   Canada  (iZc). 


1.   Insecurity  of  tenure  was  apparently  of  little  consequence  for 
the  regulations  of  1866  made  no  change  in  licence  renewal 
practices* 


u 
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Regulations  issued  in  1866  clarified  the  system  of  disposal 
of  licences  by  auction  with  a  minimum  reserve  or  upset  price  to 
be  established  by  the  Commissioner  for  Crown  JLands,   Report  of 
1899  ((67)  pp,  98  and  99).     These  regulations  continued  in  force 
through  the  transition  period  at  Confederation. 


During  the  year  1864  the  Legislature  passed  an  act  replacing 
an  earlier  statute  for  the  incorporation  of  joint  stock  companies. 
This  Act        introduced  the  fee  for  incorporation.     It  continued  in 
force  after  Confederation  until  replaced  by  separate  federal  and 
provincial  legislation. 


The  Allocation  of  Taxing  Power  and  Natural  Resources  at  Confederation 

» 
Confederation  wrought  inany  changes  in  the  Canadi9Ji  provinces. 

Under  the  British  Nox-th  America  Act,  ^     the  central  government 
took  over  provincial  problems  in  trade  and  commerce.     It  pushed 
ahead  the  settlement  of  the  weat  and  the  building  of  the  transcon- 
tinental railroads.     By  leaving  broad  issues  to  the  federal  govern- 
ment,   the  provinces  were  free  to  concentrate  their  eifoits  on  in- 
ternal development.     Naturally  adjustments  to  the  new  arrangements 
ran  into  some  difficulties.     In  fact,    the  new  divisions  of  taxing 
power  and  responsibility  for  natural  resources  were  to  raise   serious 
problems  many  years  after  1867. 


1.  27-28  Victoria,   Chap.    23  (Canada). 

2.  30  -  31  Victoria,   Chap.    3  (Great  Britain).     Cited  hereafter  as 
the  B.N. A.   Act. 
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By  Section  91  of  the  B.N. A,    Act  the  federal  parliament 
received  the  power  to  legislate  for  "peace,  order,    amd  good  gov- 
ernment of  Canada"  in  relation  to  matters  broadly  of  concern  to 
tlxe  Canadian  people  as  a  whole.     The  provincial  legislatures  v^ere 
allowed  to  make  lavfs  on  all  matters  enumerated  in  Section  92  of 
the  act.     These  particularly  concerned  the  people  wiJiin  each  in- 
dividual province. 


.  A 


>*       .  ^ 


With  this  division  of  powers  went  finamcial  resources  be- 
lieved to  be  adequate  to  their  proper  functioning.     The  central 
fovernment  obtained  the  authority  for  direct  and  indirect  tSLxation, 
ttte  control  of  credit*    currency,   banking  and  tariffs,    and  the 
power  to  borrow  on  the  country's  credit.     The  provincial  govern- 
ments could  raise  revenues  by  direct  taxation  within  the  province, 

by  borrowing  on  the  province's  credit*    through  the  control  and 

» 

development  of  natural  resources  (unless  specitically  reserved 
to  the  federal  government),   and  through  the  issuance  of  certain 
licences.     Because  it  was  recognized  that  the  provinces  yielded 
their  most  Iruitful  sources  of  revenue  -  customs  and  excise  taxes  - 
to  the  central  government,  a  schedule  of  subsidies  was  set  out, 
supplemented    by  certain  grants-in-aids.     As  creatures  of  the 
provincial  legislatures*   the  munici|^ali ties'  functions  and  finances 
were  controlled  by  these  bodies.     Municipal  revenues  come  from 
direct  taxation  oi  business  and  property,   direct  sales  taxes,    the 
iitsuance  of  licences,   provincial  grants,   and  the  operation  of 
public  utilities. 


II- 21 


»     ■•..      ^«       7 


•  ♦ 


Taxing  Powers  of  the  Federal  Government 

Prior  to  1867  the  taxing  powers  of  the  provincial  legisla- 
tures as  granted  by  the  imperial  parliameiit.    tended  to  expand 
as  the  country  became  settled.     The  B.N.  A.   Act  placed  the 
power  to  tax  with  the  British  parliament,    the  new  Dominion 
parliament,   and  the  provincial  legislatures.     An  accoimt  of  the 
legal  power  to  tax  that  was  held  by  the  British  government    may 
be  foxmd  in  Kennedy  and  Wells'  study,    "THE  UIW  OF  THK 
TAXING  POWER  IN  CANADA*',    Kennedy  (50).     When  the  British 
parliament  in  1931  passed  the  act  known  as  the  SUtute  of  West- 
minster,      it  gave  up  any  taxing  power  it  held  in  Canada.     In 
addition,   by  this  act  no  statute  of  the  dominion  governxnents  coiUd 
be  held  void  it  it  happeneo  to  be  repugnant  to  some  British  legis- 
lation. 


- 1 


Section  91,   subsection  3,  of  the  B.N. A.  Act  gives  the  fed- 
eral government  power  to  make  laws  relating  to  "the  raising  of 
revenue  by  any  mode  or  system  of  taxation*'.     This  emphasizes 
clearly  the  sovereign  position  of  the  central  government.     Both 
direct  and  indirect  tauication  may  be  resorted  to.     Therefore  neithc 
the  nature  nor  the  purpose  of  the  tax  has  any  limit.     These  facts 
should  be  viewed  in  the  light  of  subsections  14,    15,    16  and  19  of 
the  same  section.     These  are  the  subsections  giving  Ottawa  ex- 


!•   22  George  V,   Chap.   4  (Great  Britain). 

2.   Ibid,   section  2,    subsections  1  and  2.     The  old  Colonial  L.aw5 
Validity  Act  became  inoperative  in  the  dominions. 
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elusive  control  over  money  and  banking  -  powerful  factors  set- 
ting the  framework  in  which  our  economy  operates  and  within 
which  the  provinces'  financial  autonomy  functions. 


Legal  authorities  hold  that  the  federal  taxing  powers  are 
limited  by  Sections  121  and  125  of  the  Act,     Section  121  pro- 
hibits any  tariff  on  inter  provincial  trade  *  a  ruling  applicable 
to  the  provinces  as  well.     Section  125  provides  that  **no  lands 
or  Property  belonging  to  Canada  or  any  Province  shall  be 
liable  to  taxation' '• 


_  .  ( 


;    .  * 


In  an  article  in  the  Canadian  Bar  Review,    V.  C.  MacDonald, 
((55)p.   77)  points  out  that  tax  legislation  must  be  in  substance  a 
measure  to  tax.     It  must  not  be  a  disguised  means  of  attaining 
some  other  purpose  beyond  the  authority  of  the  government. 


.  \\ 


Taxing  Powers  of  the  Provincial  Governments 

The  Province  of  Ontario's  taxing  authority,   as  that  of  all 
province s»   derives  from  subsections  2  and  9  of  Section  92  of  the 
B.N. A.   Act.     Subsection  2  limits  a  province  to  raising  revenue 
by  direct  taxation  within  the  province  for  provincial  purposes. 
Subsection  9  grants  a  province  the  right  to  impose  licences  for 
raising  money  for  provincial,   local,   or  municipal  purposes. 


The  definition  to  be  given  the  term  "direct  taxation**  is 
that  of  John  Stuart  Mill  ((61)  p,823),  which  was  current  when 
the  B.N.  A.  Act  was  passed.     Court  rulings  since  1867  have 


■:-,>^ 
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given  the  definition  absolute  force.     If  it  is  to  be  alter ed«  a 
constitutional  amendment  is  necessary  for  it  is  a  point  no  longer 
open  to  judicial  review.     Mill  stated  a  direct  tax  to  be  "one 
which  is  demanded  from  the  very  person  who  is  intended  or 
desired  should  pay  iV\     Lord  Cave  in  one  of  his  judgnaents 
stated,     "It  is  the  nature  and  general  tendency  of  the  tax  and 
not  its  incidence  in  particular  or  special  cases  which  nriust  de- 
termine its  classification  and  validity",   MacDonald  ((55)p.   80). 
If  at  the  moxnent  of  payment  its  incidence  is  obscure,   a  tax  is  in- 
direct. 


The  limiUtion  of  direct  taxation  does  not  necessarily  ap- 
ply to  taxes  in  the  form  of  licence  fees  imposed  under  subsec- 


tion 9. 


r 


The  B.N. A.  Act  provided  definite  limitations  to  provincial 
taxing  powers  other  than  those  of  subsections  2  and  9.     No  pro- 
vincial tax  could  destroy  powers  of  operation  conferred  by  the 
federal  government  on  any  body  -  for  example  a  federally  incor- 
porated company.     In  addiUon,    the  federal  government  was  given 
the  powers  of  disallowance  and  reservation  of  any  provincial 
legislation.  ^        This  legal  right  has  been  modified  by  constitutional 
pracUce.     If  in  doubt,   the  validity  of  any  provincUl  Ux  legislation 


1.  B.N. A.  Act,  op.  cit. ,   Sec.   90. 
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would  be  tested  today  in  the  courts,   Kennedy  ((50)  p.  45). 


As  the  provincial  taxing  powers  coincided  with  certain  of 
the  federal  powers,   disputes  were  bound  to  arise.     These  have 
been  settled  by  the  courts.     To  this  point  the  following  judgment 
is  pertinent,   "the  two  taxations,    Doininion  and  provincial,    can 
stand  side  by  side  without  interfering  with  each  other,   but  as 
soon  as  you  come  to  the  concomitant  privileges  of  absolute 
^authority,   they  cannot  stand  side  by  side  and  must  clash;    con- 
sequently the  Dominion  must  prevail",   Wheare  ((87)  p.  112). 


Taxing  Powers  of  the  Municipal  Governments 

A  municipality's  power  to  tax  derives  directly  from  the 
province.     The  B.N. A.  Act  allows  any  province  to  delegate  to 
a  municipality  any  oi  the  powers  within  provincial  competence 
Thus  municipal  governments  are  restricted  to  direct  taxation 
and  the  raising  of  revenues  by  licensing. 


The  Allocation  of  Natural  Resources. 

By  subsection  5  of  section  92  of  the  b.  N.A.   Act,    the 
provinces  received  control  oi  the  forested  lands  within  their 
borders.     They  are  permitted  to  raise  revenues  from  the  sale 
or  lease  of  Crown  Lands.     Kesponsibility  for  the  care  of  the 
forest  resources  rests  with  the  provinces.     The  central  gov- 
ernment reUins  control  of  lands  vested  in  its  name  and  which 
lie  within  provincial  boundaries  -  ^or  example,    canals,   public 


i« 
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karbourg,   Indian  reserves,   military  lands  and  those  set  aside 
for  general  public  purposes.       Up  until  1930  the  federal  govern- 
ment xnanaged  the  natural  resources  of  the  prairie  provinces. 
This  made  possible  the  federal  government's  free  homestead  policy; 
the  provincial  governments  received  payments  in  lieu  of  revenues 
they  might  have  obtained  from  the  disposal  of  land,   timber,   etc. 
Of  the  Crown  forests  within  provincial  boundaries  today,    those 
only  on  federal  forest  experiment  stations  and  national  parks  are 


administered  by  Ottawa. 


1^    «    4t    4r    ♦    i» 


The  above  sections  provide  an  outline  of  the  results  of 
Confederation  as  they  affected  the  fields  of  taxation  and  natural 
resources.     Some  of  the  later  modifications  and  interpretations 
of  the  powers  delegated  under  the  B'.  N.  A.   Act  are  given.     It  is 
now  necessary  to  describe  developments  in  the  tax  systems  of 
the  federal  and  Ontario  governments  following  1867. 


i.      • 


Taxation  Changes  from  1867  to  1900 


Federal  Taxes 


At  Confederation  the  federal  government  obtained  the  ex- 
clusive use  of  the  tariff  and  excise  taxes.     These  remained  the 
chief  source  of  federal  revenue  until  well  into  the  twentieth 
century.     The  thirty-three  yeara  reviewed  only  witnessed 
chanj;es  in  the  ratea  and  structure  of  these  taxes.     In  I879* 


1.   B.N.  A.  Act.   op.   cit.  ,  Schedules. 
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following  the  defeat  of  the  Liberal  government  in  the  previous 
year,   the  Conservatives  increased  tariff  rates  sharply  as  part 
of  their  National  Policy.     Tariffs  continued  to  rise  until  1889 
when  the  peak  was  reached.     In  1896  the  Conservatives  were 
defeated.     The  new  Liberal  goverziment  immediately  introduced 
the  British  Preferential  Tariff  which  applied  lower  Uriff  rates 
to  British  goods.     This  policy  has  become  a  feature  of  the  Can- 
adian tariff  structure  and  found  its  fullest  interpretation  in  the 
Ottawa  Agreements  of  1932. 

Excise  duties  also  rose  slowly  following  Confederation  but 
In  1900  were  still  but  a  fraction  of  their  present  values. 


The  first  federal  act  to  incorporate  companies  cmci  re- 
pealing previous  acts  passed  by  the  Province  of  Canada,  was 
enacted  in  1869.         It  levied  fees  for  incorporation. 


i 


Provincial  Taxes 

Following  1867,   CnUiio  continued  to  derive  revenues 
from  the  sale  of  forest  and  other  lands  and  from  licences. 
These  were  augmented  by  tlie  federal  subsidies.     In  1874  fees 
were  charged  for  incorporation  of  companies  under  a  nev/ 
provincial  statute.^      llie  legislation  covering  the  sale  and 


1.  32-33  Victoria,    Chap.    13  (Canada).     This  repealed  the 
earlier  statute  of  tlxe  Province  of  Canada. 

2.  37  Victoria,    Chap.   35  (Ont. ).     This  repealed  the  earlier 
statute  of  the  Province  of  Canada. 
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management  of  timber  was  repeatedly  amended  and  in  the 
Revised  Statutes  of  Ontario  1897  its  title  became  "The  Crown 
Timber  Act",         The  year  1892  saw  Ontario  enter  the  suc- 
cession duties  field.  Corporation  taxes  were  levied  for 
the  first  time  in  1899.  Thus  by  1900  Ontorio's  Ux  system 
had  become  quite  complex. 

Municipal  Taxes 

Personal  and  real  property  taxes  continued  to  be  the 
xnainstays  of  municipal  revenues  in  Ontario  during  this  period. 
Income  taxes  were  levied  by  some  municipalities.     But  gener- 
ally speaking  the  local  tax  systems  remiained  comparatively 


simple. 


m  4i   4t  ♦  «   ♦ 


Goverment  in  the  nineteenth  century  viewed  taxation 
warily.     In  keeping  with  the  expansion  of  settlement  and  trade, 
governmient  must  be  a  help  not  a  hindrance.     This  attitude 
becancie  established  especially  alter  the  end  of  British  mer- 
cantilism.    It  is  true  that  Canadian  governments  and  merchants 
tried  to  stay  the  passing  of  this  era  in  trade  between  Canada 
and  ©riUin,   Greighton  ((31)  pp.83,  103.  107).     Yet  they  were 


1.  R.  S.O.   1897.   Chap.   32. 

2.  55  Victoria.   Chap.   6  (Ont. ) 

3.  62  Victoria  (2).   Chap.   8  (Ont.). 
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aroong  the  first  exponents  of  '*free  trade"  with  the  United  States, 
For  in  this  area  such  an  approach  best  served  the  development 
of  industry  and  the  spread  of  settlement.     From  this  interest  in 
industrial  growth  came  the  protectionist  attitudes  of  the  later 
years  and  the  reliance  of  governments  on  customs  and  tariffs* 
the  sale  of  land  and  timbei,   licence  fees,   and  on  property  taxes 
as  sources  of  revenue.     These  did  not  interfere  greatly  with  in- 
dustry and  aided  tlie  agricultural  policies  of  the  day. 


As  the  lumbermen  moved  westward  through  the  pinelands 
of  Ontario,  many  people  voiced  concern  over  the  conditions  left 
in  the  loggers*  wake.     The  first  timber  regulations  and  statutes 
did  not  set  out  to  prevent  destruction  of  the  forests.     They  came 
as  reforms  to  an  outmoded  timber  disposal  system.     Although 
they  hardly  prevented  speculation,   these  acts  provided  some  free- 
dom,  stability,  and  order  in  the  disposition  of  timberlands. 
LAter  they  ensured  that  the  Provincial  government  received 
some  if  not  all  of  it«  proper  dues.     The  Government  was  able  to 
draw  in  large  revenues  from  thi»  resource  as  the  needs  of  the 
Treasury  increased. 


,     .     • 


This  survey  shows  that  there  was  little  attempt  up  to  1900 
to  influence  forest  management  by  means  of  taxation.     Probably 
the  two  fields  were  rarely  associated  in  the  politicians'  zx^nds 
for  few  were  worried  about  the  forests  or  interested  in  their 
management. 


I 
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Twentieth  Century  Tax  DevelOi>iiieat» 

federal  Taxe» 
Up  to  the  First  World  War  the  federal  govcrnxnent  relied 
upon  Its  indirect  taxes  -  customs  and  excises  -  to  meet  Treasury 
requirements.     Corporations  and  unincorporated  businesses  in 
Ontario*   as  elsewhere*  were  free  of  such  burdens  or  tlieir  effects 
as  federal  income  taxes,   sales  taxes*  and  succession  duties.     In 
1916*    the  Business  Profits  War  Tax  Act     was  passed.     Tins 
levied  a  25%  tax  on  all  ^:>rofit8  of  an  incorporated  business  ex- 
ceeding 7%  of  the  capital  employed  in  the  business.     Unincorpor- 
ated businesses  paid  a  lower  tax  rate.     The  forest  industries 
niade  their  fair  contribution  to  these  taxes.     At  the  end  of  1920 
the  tax  was  repealed.     By  that  date  ainezuimeuts  to  the  act  had 
introduced  a  graduated  scale  of  rates. 


N 


P 


Midsummer  1917  saw  the  inception  of  the  first  federal 

2 
personal  income  tax  and  a  corporate  profits  tax.         The  latter 

was  payable  only  if  it  exceeded  the  business  profits  war  tax. 


In  I9I8,  Ottawa  introduced  the  first  sales  tax  into  Canada 
under  the  Special  War  Revenue  Act.  ^  It  was  a  tax  on  automo- 
biles.    The  federal  government  in  1920  first  levied  the  general 

sales  tax*   much  as  we  know  it  today.     Equipment  used  in  logging 

1.  6-7.     George  V,    Chap.    11  (Canada). 

2.  7-8.     George  V,   Chap.   23  (Canada). 

3.  8-9.    George  V,   Chap.  46  (Canada). 
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opera<;ion8  was  and  still  is  exempt  from  the  tax.     The  products 
of  the  natural  resources  industries  were  also  free  of  tax.     It 
was  not  until  1945  that  the  government  granted  exemption  from 
the  sales  tax  on  machinery  and  apparatus  used  in  the  manufac- 
ture or  production  of  goods.     To  be  eligible  for  exemption  such 
goods  must  be  used  directly  in  the  manufacturing  process  -  for 
example  a  paper  machine  may  be  purchased  free  of  tax  but 
office  equipment  would  be  subject  to  the  tax. 

The  depression  years  of  the  1930' s  witnessed  litUe  change 
in  the  federal  tax  system.    Only  adjustments  of  the  tax  rates 
occurred  as  the  central  government  along  with  the  provincial 
and  municipal  governments  wrestled  with  mounting  financial 
problems. 

During  the  Second  World  War,  the  Canadian  government 
levied  taxes  on  excess  profits  ^    to  be  paid  by  incorporated  and 
unincorporated  businesses.     In  addition  it  levied  a  tax  of  three 
cents  a  gallon  on  gasoline.     Both  these  taxes  were  removed 
after  the  war  although  the  Province  of  OnUrio  incorporated  into 
its  own  tax  on  gasoline  the  amount  of  the  repealed  federal  tax. 

Of  greater  significance  at  this  time  was  the  federal 
goverxunent's  entrance  into  the  succession  duties  field.     In 
1941  Ottawa  passed  the  Succession  Duty  Act 


2      While  of  no 


1.  3  George  VI  (2).   Chap.  4  (Canada). 

2.  4-5  George  VI.   Chap.   14  (Canada). 


i 
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great  importance  for  incorporated  companies,   thia  act  can  create 
problema  li^ere  foreat  induatriea  are  ran  aa  partnerships  or 
proprietorships.    Until  the  recent  Income  Tax  Act  was  passed^ 
private  companies  and  partnerships  suffered  hardship  under  the 
combined  effects  of  succession  duties  and  taxation  of  imdistributed 
profits.     Under  the  most  recent  Income  Tax  Act,  private  com- 
panies may  elect  to  pay  the  necessary  taxes  and  capitalise  these 
profits. 


In  1952,  Ottawa  levied  a  surtax  of  2  per  cent  on  corporate 
and  personal  income  as  well  as  2  per  cent  tax  similar  to  the 
general  sales  tax.     The  money  from  these  taxes  goes  to  pay  for 
federal  old  age  pensions.  ^ 


In  sununary  then«  the  Income  Tax  Act  ,  the  Succession 

4  5 

Duty  Act  ,  and  the  Excise  Tax  Act  ,  are  probably  the  three 

federal  tax  acts  of  importance  to  the  forest  industries  in  Ontario. 


Provincial  Taxes 
By  the  turn  of  the  century  the  tax  system  of  Ontario  had 
been  pretty  well  defined.     The  most  important  tax  le(;islation  was 
in  effect  although  many  amendments  were  to  follow.     The  Province 


1.  11  «  12  George  VI,   Chap.   52  (Canada),   Sect.   95A. 

2.  15-16  George  VI,   Chap.   18  (Canada). 

1.  11  -  12  George  VI,  Chap.   52,   (Canada),  as  amended  with  per 
tinent  regulations.     Cited  hereafter  as  the  Income  Tax  Act. 

4.  4  -  5  George  VI,   Chap.   14,  (Canada),  as  amended. 

5.  11  George  VI,  Chap.  60,   (Canada),  as  amended. 
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received  revenue  from  ccrporatioa  taxes,   •ucce»»ion  duties,   the 
incorporation  of  companies,  the  assessments  under  the  Crown 
Timber  Act  besides  revenues  from  other  sources  such  as  the 
sale  of  lands  and  federal  subsidies. 
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Although  the  present  Highway  Traffic  Act  was  not  passed 
until  1923^,   Ontario  licensed  motor  vehicles  as  early  as  1903^. 
In  1907,  profits  from  the  mines  were  taxed  under  the  Mining 
Tax  Act    •      The  fire  protection  tax  on  all  licence  and  agreement 
holders  under  the  Crown  Timber  Act  was  levied  for  the  first 
time  in  1917^.    Although  this  was  the  first  fire  protection  tax 
to  be  levied*  prior  to  this  date  the  forest  companies  did  share 
aome  of  the  expenses  of  fire  protection.     The  years  1921  and 
1924  saw  two  minor  taxes  and  one  licence  instituted  in  the 
Province  -  the  Land  Transfer  Tax^,  the  Provincial  L.and  Tax 
and  the  licence  under  the  Mills  Licensing  Act  •     The  first  based  on 
the  value  of  land,   was  paid  at  the  time  of  the  transfer  of  its  title 
from  one  person  to  another;    the  second  was  levied  on  the  value 
of  all  lands  held  in  unorganised  townships  and  not  covered  by  a 
licence  or  an  agreement;  and  the  third  was  required  by  all  opera- 
tors of  sawmills  and  pulp  and  paper  mills.     In  192S  the  Province 


1.  13  *  14  George  V,   Chap.  48  (Ont.) 

2.  3  Edward  VH,  Chap.  27  (Ont 4 

3.  7  JLdward  VII,  Chap.  9  (Ont.) 

4.  Report  of  the  Minister  of  Lands.   Forests,  and  Mines  of  the 
Province  of  OnUrio.   1917.     Sessional  Paper  No.   2,    1918, 
Toronto,    The  King's  Printer. 

5.  11  George  V,  Chap.   13  (Ont.) 

6.  14  George  V,  Chap.   13  )Ont. ) 

7.  14  George  V,  Chap.   17  (Ont.) 
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passed  the  Gasoline  Tax  Act     -  a  rcUll  sales  tax  to  be  earmarked 
for  highway  improvements.     (This  tax  today  amounts  to  about  one- 
quarter  of  the  retail  price  of  gasoline  and  in  the  fiscal  year  ending 
March  31st,    19S1  yielded  over  one*third  of  the  province's  tax 
revenue).     In  the  same  year,    1925,    the  Railway  Fire  Charge  Act 
was  passed  levying  a  fire  protection  tax  on  railway  lands.  ^ 

During  the  depression  years,   the  Provincial  government 
sought  to  increase  its  tax  revenues.     The  Corporation  Tax  Act 
was  amended  in  1931     so  that  all  hut  certain  specified  corpora* 
tions  paid  a  percentage  tax  on  the  value  of  ^e  com^>any*s  paid-up 
capital.     This  basSt  besides  paid-up  capital  stock,  includes  sur- 
plus and  reserve  funds  (other  than  depreciation  reserves),  and 
capital  indehtedness  such  as  bonds,   mortgages,   debentures, 
notes,   and  income  bonds  and  debentures.     Up  to  50  per  cent  of 
the  book  value  is  granted  as  an  allowance  on  the  value  of  goodwill, 
patents,  franchises,   etc.     In  1932,   the  Province  further  amended 
this  tax  act    in  order  to  levy  a  tax  on  corporate  profits  and  a  tax 
of  $50.  00  for  each  office  operated  in  the  province  by  a  company. 
These  taxes  applied  to  all  bat  the  specified  corporations  which 
ware  taxed  otherwise. 


1.  IS  George  V,  Chap.  28  fOnt. ) 

2.  15  George  V,  Chap.   16  (Ont.) 

3.  21  George  V,  Chap.  9  (Ont. ) 

4.  22  George  V»  Chap.  8  (Oat.) 
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Under  the  Wartime  Tax  Agreements  which  were  in  effect 
during  the  Second  World  War.   Ontario^  and  the  other  pro^^Lnce• 
vacated  the  personal  and  corporate  income  tax  and  corporation 
tax  fields  in  favour  of  the  federal  government.     Thereby  Ottawa 
was  able  to  exploit  these  revenue  sources  to  their  maximum  in 
order  to  raise  war  revenues.     In  exchange  the  federal  govern- 
ment granted  subsidies  to  the  provinces.     The  Agreements  were 
in  effect  for  the  years  1941  -  1946  inclusive. 

After  1946  these  Ux  fields  again  came  under  the  purview 
of  provincial  legislation.     The  federal  govcrninent  attempted  to 
arrange  similar  Tax  Rental  Agreements  to  run  from  1947  to 
1952.     Ontario  did  not  enter  into  such  an  agreement  and  reim- 
posed  its  corporation  taxes  and  corporate  income  taxes.     It  has 
not  as  yet  resumed  taxation  of  personal  incoxnes. 


Following  the  termination  of  the  Wartime  Tax  Agreements, 
the  federal  government  allowed  as  a  deduction  from  taxable  in- 
come under  the  hixcome  Tax  Act,  any  taxes  paid  to  a  province  on 
account  of  mining  or  logging  profits.     In  1950  the  Ontario  govern- 
ment passed  die  Logging  Tax  Act,  ^     By  this  act,  the  Provincial 
tax  on  logging  income  in  excess  of  $10,  000  was  to  be  at  a  rate  of 
9  per  cent  rather  than  the  standard  rate  of  7  per  cent  applicable 
under  the  Corporation  Tax  Act. 


And  so  today,   the  forest  industries  pay  taxes  into  the 


1.  6  George  VI«  Chap.  I,  (Ont. ) 

2.  14  George  VI,  Chap.  39,  (Ont.) 
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Provincial  treasury  under  the  follo^^ing  Acta:    The  Succession 
Duty  Act  J    the  Corporation  Tax  Act*;    Oie  Crown  Timber  Act'; 

the  U>gf  ing  Tax  Act^;    Oie  Provincial  Land  Tax  Act^S    the  Land 

6  7 

Transfer  Tax  Act  ;    the  Gasoline  Tax  Act  ;    the  Highway  Traffic 


S  9  1 A 

Act  ;    ttie  Companies  Act  ;    the  MiUs  Licensing  Act^^;    and  the 

Railway  Fire  Charge  Act^^     Of  these  the  corporation  taxes,  in- 

come  taxes,   succession  duties,  and  the  assessments  under  the 

Crown  Timber  Act  stand  out  as  the  taxes  of  greatest  significance 

to  the  industry. 


Mention  should  also  be  made  ^f  the  levies  upon  industry 
for  unemployment  insurance  and  workmen's  compensation.     The 
federal  government  imposes  the  fornoer  under  the  Unemployment 

Insurance  Act^  and  the  Ontario  governnftent  administers  the 

13 
Utter  under  the  Workmen's  Compensation  Act     •     These  gross 

wage  taxes  are  important  to  industry  in  the  amount  of  extra 

labour  involved  in  making  returns  to  the  two  governments. 


Municipal  Taxes 
The  twentieth  century  has  seen  only  one  nuijor  change  in 
municipal  taxation  in  Ontario,     This  was  the  amendment  of  the 


1.  Revised  SUtutes  of  OnUrio,    19§0,  Chap.   378. 

2.  Ibid,  Chap.  72. 

3.  lUd,  Chap.   82.  NoU:    The  Crown  Tinker  Act,    1952,    1  EUsabeth 
II,   Chap.    15  (Ont.)  will  repUce  R.S.O.   Chap.  82  and  R.S.O. 
Cliap.   234  when  proclaimed. 

4.  Ibid,  Chap.  216. 

5.  Ibid,   Chap.   309.  10.  Ibid,   Chap.  234. 
i.  lUd,  Chap.   198.  IK  Ibid,   Chap.  330. 

7.  Ibid,  Chap.    157.  12.   4  George  VI,  Chap.   44  (Canada) 

8.  IMd,  Chap.    167.  This  replaced  the  Employment  and 

9.  Ibid,  Chap.   59.  Social  Insurance  Act,   25-26  George 

V  Chap.  38  (Canada) 
13.  R.S.O.   1950.   Chap.  430. 
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Assessment  Act  In  1904    by  which  the  personal  property  tax 
dropped  in  favour  of  a  tax  on  the  assessed  value  of  business 
premises.    According  to  this  change  in  the  act,  business  property' 
in  a  community  was  to  be  classified  by  industrial  type  classes. 
The  local  government  then  levied  taxes  at  the  general  rates  on  a 
percentage  of  the  assessed  values.     These  percentages  differed 
for  each  industrial  classification.     For  example,  distilleries 
pay  taxes  based  upon  ISO  per  cent  of  the  assessed  value  of  their 
premises  while  manufacturing  concerns  have  their  taxes  based 
on  60  per  cent  of  their  assessed  value. 


For  the  record  it  should  be  stated  that  certain  of  the 
larger  municipalities  had  instituted  personal  income  taxes  prior 
to  1936.     But  these  were  repealed  in  that  year. 

Today,   the  property  and  business  taxes        renobain  the  chief 
sources  of  municipal  revenues.     These  are  augmented  by  revenues 
fromi  provincial  government  grants,   public  utilities,  poll  taxes, 
and  such  licences  as  may  be  levied.     In  some  localities,  business 
licences  are  imposed  but  these  are  of  little  interest  in  this  study. 


e  e  9»  4i  «  ♦ 


At  the  outset  of  the  twentieth  century  the  taxation  policies 
of  the  federal  and  provincial  governments  followed  the  same 


1.  4  Edward  Vn,   Chap.   23,   (Ont.) 
Z.  iLS.O.  19S0,  Chap.  24. 
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pattern  as  at  the  close  of  the  previous  one.     The  Province  and 
the  country  were  still  rapidly  expanding.    And  the  Provincial 
government  took  an  active  part  in  the  development  of  Ontario's 
resources.    All  governments  were  loathe  to  move  into  the  field 
of  direct  taication  hut  the  need  for  new  sources  of  revenue  was 
forcing  the  Province's  hand. 


.m 


The  First  World  War  did  much  to  change  federal  tax 
policies.    The  depression  years  so  affected  all  government's 
resources  that  further  taxes  were  instituted  paving  the  way  for 
our  present  tax  systems.     The  understanding  of  political  science 
and  the  study  of  economics  have  progressed  rapidly  in  the  past 
fifty  years.     And  these  have  affected  government  policy  almost 
as  much  as  current  events.     The  use  of  tax  legislation  as  an 
added  lever  to  effect  other  government  policies  came  to  be  ac* 
cepted  by  the  politicians  and  the  people. 


The  income  and  sales  taxes  are  examples  where  tax  ex- 
emptiona  are  used  to  encourage  forestry  as  well  as  other  forms 
of  enterprise.     This  is  particularly  so  when  tax  regulations  are 
interpreted  generously.     For  example  costs  of  research  and  of 
reforestation  are  deductible  from  taxable  income,  and  equipmient 
used  in  logging  is  exempt  fromi  the  sales  tax.     These  conditions 
did  not  come  about  at  the  initial  passing  of  these  acts  but  have 
been  achieved  over  the  years.     For  it  is  the  belief  of  government 
that  a  healthy  industry  will  be  more  amenable  to  accepting 


m 
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direction  and  to  carrying  out  activities  in  forest  management 
or  any  other  policy  than  an  industry  over-burdened  by  taxes. 


9^ 


The  fire  protection  taxes  under  the  Province's  Crown 
Tisaber  Act  and  the  Railway  Fire  Charge  Act  are  examples  of 
taxation  based  on  the  benefits  principle.     By  means  of  these 
payments  U&e  companies  leasing  Crown  timberlands  support 
tihe  Province*s  protection  services. 


These  points  indicate  that  the  federal  and  provincial 
governments  are  generally  aware  that  their  tax  policies  may 
materially  support  as  well  as  damage  their  forest  and  other 
policies.     This  matter  is  discussed  in  further  d^cail  in  Chapters 
m  and  VL 
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Chapter  in 

TAXES  AND  OTHER  GOVERNMENT  CHARGES 
IN  THEORY  AND  IN  PRACTICE 

Chapter  n  shoirs  that  in  the  Caaadlan  tax  aystema  today 
many  taxes  and  charges  have  their  impact  on  industry  within 
the  Province  of  Ontario*    It  is  now  desirable  to  stndy  the  im- 
pact, incidence,  and  effect  of  the  major  taxes,  particularly  as 
they  affect  the  forest  industries.        The  leas  important  levies 
receive  only  brief  treatment.     In  addition,   stumpage  charges 
and  ttieir  place  in  government  revenues  must  be  analysed.  ^ 


1.  In  Appendix  I  to  this  Chapter,   p.   98  below,  definitions  are 
given  for  the  terms  impact,  incidence,    shifting,  effects, 
and  stumipage.    Appendix  U,  p.   101  below,  contains  a  theo- 
retical analysis  of  the  effects  on  business  enterprise,  of 
the  corporate  net  income  taxes.    Appendix  III,  p.   113  below, 
contains  an  outline  of  the  survey  of  business  executive  opin- 
ion in  the  forest  industries  conducted  as  background  for 
this  thesis. 

2.  Sonae  people  may  question  the  inclusion  of  stumpage  in  this 
review  for  it  is  the  Provincial  authorities*  claim,   supported 
by  court  Judgment,  that  this  is  not  a  tax  but  a  price  charged 
for  the  forest  products  sold  by  the  government  (See  the  fol- 
lowing court  judgment:    In  Re  Hardy,  62  OnUrio  l^w  Report 
(1928)  pp.  367-370,  and  63  0.1-.R.  (192S-29)  pp.  246-247. 
Also  in  Re  Abernethv-Lougheed  JLogginc  Company  (1928)  1 
Western  Weekly  Reports,  p.  544).     The  author  grants  this 
point  readily.    However,   stumpage  does  go  to  swell  the 
Province's  Consolidated  Revenue  Fund  along  with  taxes  and 
other  revenues.     Many  men  in  industry  liken  stumpage  to  a 
tax.     CerUinly  one  alternative  to  it  is  some  sort  of  tax. 
There  is  a  rigidity  in  stumpage  which  is  not  usually  found 

in  prices.    Furthermore,   some  elements  in  stumpage  are 
adjusted  as  arbitrarily  as  any  tax.     These  points  are  dis- 
cussed more  fully  in  the  section  dealing  with  stumpage, 
p.  77. 
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Corporate  Net  Income  Taxea 

Corpration  net  income  taxes  have  received  much  thought  and 
discussion  by  economists,   tax  theorists,  industrialists,  and 
the  man  in  the  street.    Economic  textbooks  and  Journals,  news* 
papers,  and  pamphlets  carry  many  references  and  articles  on 
the  impact,    shifting,  incidence  and  effects  of  tfiese  taxes.    As 
no  attempt  can  be  made  here  to  go  deeply  into  the  theories  of 
these  taxes,    this  section  will  only  touch  on  some  of  the  main 


points. 


The  Taxes'  Incidence 


The  federal  income  tax  act,  as  of  1952,  Abbott  (3),  levies 
a  50  per  cent  tax  upon  the  net  taxable  income  of  all  corporations. 
There  is  a  rebate  up  to  5  per  cent  where  similar  taxes  are  im- 
posed by  a  province.     While  the  tax's  impact  is  in  this  way  upon 
the  shareholders  of  the  corporation,  there  is  considerable  dis- 
cussion whether  or  not  the  tax  is  shifted  to  some  degree  -  forward 
through  price  adjustments,  or  backwards  through  reductions  in 
payxnents  to  factors  of  production. 


The  traditional  theories  of  incidence  approach  the  problem 
of  forward  shifting  in  two  ways.     In  the  first,  it  is  assumed  that 
the  corporation  operates  to  maximise  the  return  on  its  capital 
investment  sjid  that  the  tax  rate  remains  below  100  per  cent. 
Under  these  assumptions  the  net  profit  after  taxes  remains  at  the 
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maximtim  that  could  be  achieved      whether  or  not  the  firm  oper- 
ates under  perfect  competition  or  as  a  monopoly.     If  a  higher 
price  for  the  company* a  products  could  have  ensured  a  higher 
profit  after  taxation,   then  it  would  have  yielded  a  higher  one 
before  the  tax  was  imposed.     For  this  reason  a  higher  price  after 
the  tax  levy  is  inconsistent  with  our  assumption  of  maximizing 
action  and  the  tax  id  borne  by  the  shareholder,  not  the  consumers. 
In  the  second  approach,   it  is  assumed  that  the  corporation  oper- 
ates in  a  purely  conapetitive  economy  and  that  the  price  of  the 
product  of  the  marginal  firm  is  the  ruling  price.     Tfiis  marginal 
producer  just  breaks  even  and  maKes  no  profit.     If  the  business 
lost  mcmey  it  would  stop  producing.     Therefore »  if  there  is  no 
profit  made  by  the  marginal  producer,  he  pays  no  income  tax. 
It  cannot    then  enter  into  his  pricing  policies.     The  price  after 
the  tax  has  been  levied  (or  increased)  rencMiins  the  same  as  it 
was  before.     The  shareholders  of  the  businesses  making  a  taxable 
profit  bear  the  tax.     This  approach  is  valid  provided  the  marginal 
producers  account  for  an  appreciable  part  of  the  supply  or  can 
expand  output  appreciably. 

These  are  rather  elementary  and  superficial  considerations 
which  make  Uttle  aUowance  for  the  complexities  of  modern  busi- 
ness,    hi  192S.   the  National  Industrial  Conference  Board  published 


1,   This  point  holds  for  true  economic  profits  but  does  not,  neces- 
sarily, for  the  profit  found  by  accounting  methods. 
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the  results  of  its  detailed  study  of  the  American  federal  cor- 
porate income  tax«   N.I.CB.   ((63)  Chaps.   1  and  6).     In  outlining 
their  study«   the  Board  stated  that  the  Incidence  of  the  tax  de* 
pended  upon  the  nature  of  the  tax,  the  economic  conditions  af- 
fecting the  chances  of  shifting,  and  the  general  probability  that 
business  xnen  vould  take  advantage  of  favourable  conditions  for 
shifting*     These  factors  mean  that  in  deciding  whether  or  not 
shifting  occurs,  any  survey  must  study  the  tax's  characteristicSt 
its  scope,  its  basis,   its  rates,  and  the  conditions  under  which 
each  business  is  carried  on.     To  conduct  such  a  survey,   one 
requires  a  clear  understanding  of  the  degree  of  competition  ex- 
isting in  an  industry  and  the  form  it  takes.     For  competition  is 
one  of  the  tnost  important  limitations  to  tax  shifting.     The  tinne 
element  is  also  of  significance  for  market -period  Incidence  may 
differ  greatly  from  shox^t- run  or  long*run  incidence.     Where  a 
tax  is  general  in  its  coverage,  a  survey  of  this  scope  must  study 
the  very  fabric  of  one  industry  and  all  industries.     And  it  must 
study  the  markets  in  which  the  industry  purchases  its  supplies 
and  arranges  its  financing.     Such  a  survey  is  both  intensive  and 
cofnprehensive* 

The  National  Industrial  Conference  Board  reached  certain 
conclusions  concerning  the  American  tax,   conclusions  generally 
applicable  to  a  period  of  relative  prosperity  when  business  life 
was  recovering  from  the  recession  of  1922.     Th^y  iound  that  in 
different  industries  the  hvlk  of  sales  were  usually  made  at  a  low 


i 
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profit,  at  cost,   or  at  a  loss.     Selling  price*  closely  approximated 

costs  of  production  and  the  bulk  of  the  sales  at  these  prices  set 

1      ^^ 
the  prcvaiUng  prices  in  f\illy  competitive  industries.         There- 
fore, the  income  tax  would  not  greatly  affect  prices.     The  Board 
concluded  that  the  shareholders  usually  carried  the  burden  of  the 
tax.     The  opinions  of  business  executives  supported  this  point  of 


view. 


Can  the  same  conclusions  be  expected  under  conditions  of 
considerable  inflation  and  heavier  tax  rates?    In  1950,   Professor 
H.   M.  Groves  reported  to  the  National  Tax  AssociaUon  on  a  study 
of  the  present  American  tax.  Groves  ((40)  pp.  54-73).     His  com- 
mittee  concluded  that  the  tax's  short-run  incidence  is  usually 
upon  a  comp^my's  shareholders.     The  problem  of  long-run  incid- 
ence  merged  with  the  question  of  the  economic  effects  of  the  tax. 
By  the  following  deduction,   they  Inferred  that  inwfar  as  a  tax  is 
not  ahilted  In  the  short-run  It  will  mean  a  lower  return  on  capiUl. 
As  the  tax  is  general,   shifting  of  capital  from  one  Indistry  to 
another  wUl  not  usually  occur  in  the  long-run.     But  new  capiUl 
formation  may  decline.     This  will  depend  on  the  sensitivity  of 
real  investment  to  people's  «tpectations  of  profit.     (And  here  the 
effects  of  the  personal  income  tax  are  Important.)    If  a  lower  rate 
of  capital  formation  does  occur,   employment  may  decline.     But 


oximates  Alfred  Marshall's  concept  of  the  "repre 


sen- 


1.   This  approximates  /viircu  xva«x  •**»*• .r 

tauJe  firm".     Marshall.  A.   Principles  of  Economics.  8th  ed. 

pp«  264-265* 
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at  thi»  point,  In  th«  long-run,   steps  will  be  Uken  to  counteract 
lids  fall.    Such  acUon  generally  means  a  move  of  money  and 
resoarccs  into  consumption  and  public  eapiUl  formation.     This 
move  may  mean  less  private  capital  creatton.    If  more  resources 
are  used  In  consumption,  then  the  people's  real  Income  may  be 
less  than  If  there  had  been  greater  caplUl  formation.     From  this 
reasoning  we  may  conclude  that  the  long-run  incidence  is  un- 
certain and  deducttons  concerning  it  wiU  depend  upon  the  assump- 
tions made  about  different  elements  In  the  economy.    It  Is  clear 
that  the  short-run  Incidence  has  significance  In  equity  consider*- 
tions  wMle  long-run  incidence  has  importance  with  respect  to 
income  levelSe 

In  hU  article,  "Tlie  Corporate  Income  Tax  and  the  Price 
I.evel"  Richard  Go«Hi..  (37).  agreed  that  the  traditional  theories 
of  incidence  were  adequaU  in  the  short-run.    He  further  pointed 
out  that  a  firm  wUl  generally  continue  to  exi>and  untU  iU  marginal 
revenues  equal  Its  marginal  costs  of  producUon.    At  this  point 
net  profit,  are  at  a  maximum  for  up  till  now  each  successive  unit 
of  output  added  something  to  net  revenues  though  it  was  a 
diminishing  amount.    As  the  tax  falls  on  net  profit,  and  not  on 
cosU  and  as  long  as  the  tax  raU  I.  l."  than  100  per  cent.  It 
win  pay  the  firm  to  produce  up  to  this  point  where  marginal 

1   .1  ^«.t  *      Here,  the  last  unit  of  productton 
revenue  equals  marginal  cost.         nere,  « 

' '. ,      .,„«  i«  this  case  Include  fixed  and  variable  co.ti. 

.Ion  would  be  qualified. 
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adds  nothing  to  tlie  net  revenue  and  nothing  to  taxes.     If  demand 
conditions  remain  unaltered,  market  prices  should  not  change. 
The  tax's  incidence  is  on  the  shareholders.     This  conclusion 
depends  entirely  on  the  validity  of  the  marginal  analysis  and  the 
assumptions  used. 

Goode  stated  further  that  in  the  long-run,   costs  attributed 
to  interest  on  equity  capital^  and  to  rent  on  owned  scarce  factors 
of  production,  and  the  regards  l>r  uninsurable  risk  are  of  econ- 
omic significance.    As  these  costs  are  not  deductible  from  tax- 
able income,  they  are  taxed.     One  might  expect  for  this  reason 
that  production  is  curtailed  somewhat  by  the  tax.     Prices  are 
thereby  increased  and  the  tax  is  shifted  to  some  degree. 

In  1949,  J.F.  Weston,  (S6),   commented  upon  Goode*s  view 
of  long-run  incidence.     He  clarifies  the  point  that  net  taxable 
income  is  an  "accounting  net  income"  -  one  esUblished  accord- 
ing to  accounting  principles.     Such  a  net  income  will  not  include 
Goode' s  imputed  cosU  because  they  are  non- contractual.     Weston 
suggesU  that  taxation  of  these  costs  could  be  avoided  if  they  were 
made  contractual  and  therefore  deductible  from  net  income. 

From  the  viewpoint  of  the  forest  industries  these  non-con- 
tractual  costs  and  rewards  suggested  by  Goode  are  of  great  sig- 
nificance.   It  is  difficult  to  see  how  they  can  be  made  contractual 
under  present  conditions. 


• 
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Carl  Shoup,   (78),  hat  argued  that  buftinest  is  reluctant  to 
change  prices  unless  forced  to  do  so*     Therefore,  unless  the 
income  tax  is  of  considerable  siae  or  changes  in  its  rates  are 
quite  large,   it  is  doubtful  if  prices  wiU  be  altered.     Thus  the 
incidence  remains  on  tibe  shareholders. 

In  a  paper  A.G.  Buchler.   (11),   concludes  that  when  tax 
ratea  are  high,   income  taites  are  probably  shifted  in  Urge  part 
to  consumers  or  wage -earner*.    He  agrees  with  Goode»s  view 
of  the  tax  falling  in  the  long-run  on  the  cost  attributed  to  interest 
earned  on  a  busineas's  capital.     However,  Buehler  qualifies  his 
remarks  by  pointing  out  that  large  concerns  are  frequenUy  in  a 
better  posiUon  to  control  prices  (and  shift  taxes)  than  are  snaall 
firms.     These  latter  generaUy  operate  under  more  compeUtive 
conditions.     Therefore  it  is  probable  that  such  businesses  are 
lesa  auccessful  in  shifting  the  tax.     This  point  may  be  of  some 
importance  if  the  tax  is  held  to  be  capiUliaed  with  respect  to  the 

1 
prices  of  shares* 

Although  the  conclufion.  reached  above  have  received  .up- 
port,  the  re.ult.  of  the  poll  of  executive  opinion  in  the  «ai«mlU 
and  pulp  and  paper  Industrie,  conducted  in  connecUon  with  thi. 
thoU.  generaUy  .upport  the  view  that  corporaUon  net  income 


1. 


Thatl..  pro.pective  buyer,  knowing  »  <=;-%7/*  ,':^ii;:^:'ltock 
•hlft  iU  income  tax...   pay  le..     ^r  .ucha  "^/JJj^^.^^.  i, 
than  if  it  could  wcc...£ully  paa.  of,*^**"*     "^*  **" 
prewmed  to  be  the  capital  value  of  future  taxe.. 
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taxes  are  shifted  whenever  possible.     D.C.Abott,   ((2)  p.  3132) 
Minister  of  Finance,  has  said^ 

**I  think  it  should  be  realised  that  under  existing  condi- 
tionSt   taxes  imposed  on  business  concerns  probably  go 
into  the  price  of  goods  and  with  demands  as  ihey  now  are, 
I  must  say  that  my  own  view  is  that  an  excessively  high 
corporation  tax  could  provide  an  impetus  to  inflation". 
Certainly  income  taxes  are  usually  viewed  as  a  cost  to  be  recov- 
ered through  adequate  pricing.     As  far  as  is  possible,  forward 
shifting  probably  occurs  in  the  forest  industries,  although  only 
in  the  long-nm  due  to  the  slow  tum-over  of  inventories.     Insofar 
as  pricing  will  not  recoup  these  taxes,  backward  shifting  is  seen 
in  th«  reluctance  of  forest  industries  to  invest  in  forest  manage- 
ment requirements  and  in  some  instances  in  plant  expansion. 
The  extra  costs  paid  by  the  forest  industries  for  forest  manage- 
ment are  probably  among  the  most  easily  escaped  by  these  in- 
dustries.    The  poU  menUoned  above  could  not  be  a  detailed  study 
of  impact,   shifting,   and  incidence  of  corporate  taxes,     A  Uoser 
study  of  the  pricing  arrangements  peculUr  to  the  pulp  and  paper 
industry  may  indicaU  a  modification  of  these  opinions.     For 
here  a  few  very  large  concerns  esUblish  the  price  of  newsprint 
in  a  market  often  dominated  by  extremely  well  organised  pur- 
chasing  arrangements.   Cousin  (30)  and  Guthrie  {(42)  pp.  194-218), 
Furthermore,   some  pulp  and  paper  companies  have  virtual  mono- 
polies of  the  domesUc  markets  for  their  special  products.  *       On 
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1,  From  the  poll  of  execuUve  opinion  in  the  forest  industries. 
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the  other  hand^   the  lumber  industry  U  characterised  by  its  keen 
competition.        Yet  detailed  study  of  the  location  of  timber  lands 
vis-t-vis  sawmills*  and  transportation  facilities  may  indicate 
regional  conditions  favouring  tax  shifting  in  an  otherwise  very 
ipetitive  industry. 


P' 


The  Taxes'  Effects 
There  exists  no  measure  of  all  the  effects  of  corporate  in- 
come taxes.     The  economy  is  dynamic  and  the  consequences  of 
the  tax  interweave  with  those  of  otht^^r  forces.     In  analysing  the 
effects  6f  taxes*   time  is  the  most  important  element  to  consider 
for  short-run  and  long-run  changes  may  vary  greatly.     While 
these  problems  do  preclude  very  precise  analysis  of  the  effects 
of  these  taxes*   some  broad  results  may  be  noted.     It  is  worth- 
while to  ask:    have  the  federal  and  Ontario  corporation  income 
taxes  any  effects  upon  the  Province's  forest  Industries?    In  par- 
ticular*  do  these  taxes  affect  forest  management?    Of  course* 
the  following  answers  are  not  claimed  to  be  exhaustive;    but 
rather*   suggestive.     The  problems  touched  on  here  have  not  yet 
received  the  intensive  study  that  they  require. 


General 

These  corporation  income  taxes  will  tend  to  affect  the 
forest  industries  in  much  the  same  manner  as  they  will  all  in- 
dustry in  OnUrio.     Almost  all  the  annual  sUtements  oi  corpor- 
ations  contain  today  some  comment  on  the  depressing  effects  of 
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the  present  high  corporate  tax  rates.     R.  M.  Fowler.   ((35)  p.  3) 
president  of  the  Canadian  Pulp  and  Paper  Association,   recenUy 
expressed  the  views  of  many  industrial  executives  when  he  said, 

"There  is  much  to  suggest,  also,  that  taxes  on  corporations 
and  Individuals  have  reached,  or  passed,  the  point  of  no 
return.     Further  increases,  and  possibly  present  levels  of 
taxation,   are  likely  to  defeat  themselves  by  robbing  cor- 
porations  of  the  xnoney  to  expand  and  individuals  of  the 
money  to  buy  and  the  incentive  to  produce  more.     Certainly 
in  this  industry  (pulp  and  paper),  unless  net  proHts  can  be 
maintained  through  increases  in  sales  returns,  the  re*in- 
vcstment  in  new  facilities  wUl  be  reUrded  and  great  oppor- 
tunities will  be  lost.  ** 
Douglas  Abbott,  Minister  of  Finance,   ((1)  p.  1809)  has  sUted  that 
the  government  is  aware  of  the  blunting  effect  of  high  corporate 
income  tax  rates  on  the  goad  to  efficiency.     Such  rates  invite 
waste. 


Investment 

Undoubtedly  the  present  high  levels  of  tax  rates  have  had 
detrimental  consequences  on  the  forest  industries  and  indirectly 
on  forest  management.     The  poll  of  executive  opinion  mentioned 
above  has  shown  that  the  lumber  and  pulp  and  paper  companies 
are  reluctant  to  invest  any  more  money  in  forest  improvements 
than  (a)  is  necessary  for  immediate  extraction  of  forest  products 
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Of  (b)  can  be  spent  as  part  of  these  esseatUA  expeaciituies. 
this  sttitode  is  held  even  thongh  the  companies  realise  that  the 
management  plans  they  are  trying  to  establish,  d0  re<|uire  ad« 
dilional  expendttrires  -  particularly  i£  they  aie  to  become  ell«c» 
Urm  now  rather  than  in  the  distant  futnre.    For  eiuunple:    (I)  An 
extraction  road  may  be  bailt  to  last  the  period  of  a  clear-cuttiaf 
opsratlMi.  perhaps  9  years*    Of  low-cost  construction,  it  will 
not  be  maintained*    Tei  it  may  be  desirable  to  have  built  a 
more  permanent  or  better  grade  road  In  order  that  nearby  areae 
of  timber  can  be  better  protected  and  cared  for*     (2)  Growth  of 
a  certain  stand  sf  timber  sMty  be  held  in  check  because  of  over- 
slocldng*    Partial  cutting  would  open  ap  the  stand  and  improve 
its  fntnre  yield.    How  ere  r  as  snch  an  operation  may  be  expensive 
and  not  a  part  of  a  regular  cutting  operation*   it  is  not  undertaken, 
■b^irally  income  taxes  do  not  receif^sdi  the  blame  for  these 
conditions*     But  th#f  are  significant  iaciors  in  the  present  iorest 
situation* 
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Like  fasdnsiry  in  genera^  the  lorast  industries  rely  heavily 
mm  undistrihttled  profits  to  finance  investment  programs,  hi  out* 
lining  the  present  heavy  Investment  policies  of  the  pulp  and  paper 
Industry,  Fowlsr,  ((35)  p*  3)»  sUted  Ihnt  in  12  representative 
companies,  61  per  cent  of  net  profits  during  the  years  1949-I9S0 
were  reUined  within  the  business*  These  funds  provided  90  per 
cent  of  the  companies*  increase  In  net  worth  during  the  pnriod* 
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The  desirability  of  maintaining  an  adequate  rate  of  corporate 
savings  is  apparent.     Business  executives  like  Fowler  have 
testified  to  the  difficulties  which  they  face  in  spreading  net 
profits  out  among  taxes,  dividends,   and  savings.     Taxes,   they 
claim,  do  not  leave  an  amount  sufficient  to  provide  for  both 
savings  and  dividends  at  soitable  rates.    How  valid  these  claims 
are,  is  difficult  to  Judge.     Certainly  the  record  of  investments 
by  the  large  forest  industries  during  the  past  Ave  or  six  years 
is  Impressive.    One  may  question  iwith  what  importance  these 
industries  actually  rate  their  forest  investments.    There  is 
some  evidence  that  when  forest  exccuUves  speak  of  investments 
la  their  companies,  fliey  are  thinking  in  terms  of  plant  expansion 
and  improvement.    The  forcsU  themselves  seem  to  rate  rather 
low.    One  further  point  is  difficult  to  assess.    That  is,  to  just 
what  degree  Oie  present  complaints  against  tax  rates,  are  a 
natural  product  of  the  present  expansionary  economic  situation. 
Would  there  be  enough  money  for  investment  even  if  there  were 
no  corporate  Income  taxes t 

The  OnUrio  and  Ouebec  corporation  income  tax  rates  of 
7  per  cent  naturally  have  some  prejudicUl  effects  on  investment 
in  these  provinces.     Until  1952,  through  agreements  with  the 
federal  government,      the  remaining  eight  provinces  limited  their 
rates  to  5  per  cent.     In  his  recent  budget  address.   Finance  Min- 
ister  Abbott  announced  that  with  the  adjustment  of  the  federal  tax 
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rates  for  1952  and  succeeding  years,   the  5  per  cent  provincial 
tax  would  be  included  in  the  federal  rate.     The  agreeing  provinces 
have  been  asked  to  repeal  their  corporate  income  taxes.     A  deduc- 
tion of  S  per  cent  is  allowed  taxpayers  in  those  provinces  levying 
corporation  income  taxes;    i.e.  Cuebec  and  Ontario.     Yet  while 
corporation  income  tax  rakes  in  the  central  provinces  arc  higher 
than  elsewhere  in  Canada,   they  seem  to  have  been  offset  by  other 
advantages  of  doing  business  in  these  provinces. 


Tax  on  L*ogging  hicoxne 

The  federal  government  allows  as  a  deduction  from  a  tax« 
payer *s  taxable  inconxe,   the  Iskx  |>aid  to  a  province  on  Income 
from  rn?ning  or  logging  operations.     It  provided  this  deductioii 
primarily  to  allow  the  provinces  first  option  on  income  derived 
from  these  sources.     This  was  in  recognition  of  the  provinces* 
rights  as  custodians  of  their  natural  resources  under  section  92« 
subsection  5  of  the  B.N. A.  Act.     The  deduction  was  not  provided 
in  order  to  favour  the  forest  or  miining  industries  in  any  manner. 
In  1950,  the  Province  of  Ontario  increased  its  tax  rate  from  7  to 
9  per  cent  on  such  logging  income  in  excess  of  $10»  000.     By  this 
measure,  the  province  captured  almost  all  the  relief  any  forest 
industry  might  claim  under  the  federal  allowanc^^.     The  compu- 
tation of  »*income  from  logging  operations"  by  companies  which 
convert  the  products  of  their  own  woods  operations,    raised  some 
problems.     The  Province  has  agreed  to  accept  the  federal  gov- 
ernment's assessment  of  what  such  income  should  be.     The  com- 
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panics  cmlculate  tkeir  logging  income  according  to  a  formula 
devised  by  the  federal  Department  of  National  Revenue  in  co« 
operation  with  the  Ontario  government.    These  authorities  con* 
sider  the  formula  to  be  fair»  even  a  little  generous*  although  a 
different  opinion  is  held  by  executives  in  some  of  the  pulp  and 
paper  companies.    As  it  is  such  a  new  tax*  there  is  little  evi- 
dence of  any  particular  effects  which  result  from  it.    No  other 
province  levies  such  a  tax. 


Inventories  and  Uninsurable  Risks 

Large  inventories  of  logs*  pulpwood»  or  seasoning  lumber* 
characterise  the  forest  industries.     The  inventory  turn-over 
period  generally  exceeds  12  months;    in  some  instances,   pulp- 
wood  takes  two  years  to  reach  the  mill  from  the  forest.     To 
cover  these  inventories  and  customer  credits  at  present  high 
prices*  the  forest  industries  require  large  amounts  of  working 
capital.     Furthermore*   the  long  turn-over  period  may  see  hopes 
of  profits  dashed  by  serious  price  decreases  for  end  products. 
These  concerns  try  to  meet  such  uninsurable  risks  by  accumu- 
lating reserves  against  marketing  losses.    And  it  is  in  their 
efforts  to  maintain  adequate  working  capital  and  reserves  that 
the  forest  industries  keenly  feel  the  effects  of  high  corporation 
income  tax  rates.     It  is  the  opinion  of  many  in  liunber  and  pulp 
and  paper  that  the  margin  of  profits  left  after  taxes  is  too  small 
today  to  meet  all  these  requirements  as  well  as  the  proper 
claims  of  shareholders.     It  U  possible  that  inventory  reserves 
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do  suffer  in  the  squeese 


There  U  little  doubt  that  prices  for  forest  products  hmve 
risen  during  the  past  few  years  as  a  result  of  the  increasing 
impact  of  corporate  taxes.    Would  it  be  wrong  to  suggest  that 
the  increasing  necessity  for  government  financing  of  low -cost 
housing  results  in  large  measure  from  high  tax  rates?    Further 
problems  created  by  this  rise  in  prices  for  forest  products  - 
problems  too  complex  to  be  discussed  in  detail  here  -  are  Ae 
improved  position  com|>etitive  foreign  forest  products  gain  in 
the  Canadian  markets  and  the  less  favourable  position  OnUrio 
producers  naunt  accept  in  foreign  markets. 

Allocation  Formulae 

Formulae  for  allocating  income  for  provincial  tax  pur- 
poses have  raised  some  problems  and  caused  some  injustices 
to  occur.     \i^hcrc  a  forest  company's  (or  any  other  company's) 
head  office  is  in  OnUrio  and  it  operates  estabUshments  in 
another  province  or  country,  the  OnUrio  government  taxes  the  whole 
of  the  company's  income  and  then  to  avoid  inequalities,   provides  de- 
ductions  from  the  amount  of  the  Ux.     These  deductions  are  based 
on  a  division  of  the  company's  income  between  it's  OnUrio  and  iU 
ouUlde  esUbUshments.    When  possible,   income  is  allocaUd  in  the 
ratio  that  the  company's  gross  sales  in  or  gross  revenues  from  the 
outside  esUbUshment  bear  to  the  corresponding  toUl  sales  or  toUl 
revenues  for  the  company.     The  maximum  Ux  credit  aUowed  is 
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equal  to  a  tax  at  the  Ontario  rate  on  the  outside  income.     If  the 
tax  paid  to  the  outside  Jurisdiction  is  less  than  this  amount, 
the  lesser  sum  is  deducted  from  the  Ontario  tax.    When  this 
occurs  as  it  does  in  Canada,  the  company  would  pay  to  Ontario 
a  tax  on  its  outside  income  at  a  rate  equal  to  the  difference  in 
the  Ontario  and  outside  rates. 

If  the  company's  Income  can  be  divided  accurately  between 
tax  Jurisdicttons  on  the  basis  of  the  con^>any*s  accounting  records, 
this  basis  may  be  used  in  Ontario.     When  accounting  records  do 
not  show  the  proper  division  formula  methods  must  be  used. 
Until  Mr.  Abbott.   (3),   recently  requested  the  repeal  of  corpor- 
ation income  taxes  in  the  provinces  under  tax  agreements  with 
the  federal  government,   the  OnUrio  allocation  basis  differed 
from  that  prescribed  by  the  uniform  acts  of  these  provinces. 

These  provinces  allocated  income  in  the  ratio  that  the 
gross  sales  and  the  salaries  and  wages  of  the  outside  estabUsh- 
ment  have  to  the  total  gross  revenue,  and  salaries  and  wages 
of  the  corporation.     This  formula  differed  from  the  OnUrio  one. 
Therefore,  it  was  possible  that  allocations  could  be  different 
under  the  two  and  a  corporation  might  be  doubly  taxed  on  a  por- 
tion of  its  Income.    Since  Mr.  Abbot's  new  adjustment  of  the 

1     Th.  nroblems  created  In  allocating  corporate  income  to  Its 
I?ooSr  sl^  for^  purposes  whldi  are  discussed  here,  will 
EXgay  obSit^when"^.  Aug.    1952  »"  *f-«-«^  '»•'-«" 
the  Federal  and  OnUrio  governments  Is  rattfled. 
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federal  income  tax  rate  to  Include  the  5  per  cent  rates  of  the 
agreeing  provinces,  Ontario  provides  an  allowance  at  the  previous 
5  per  cent  rate  to  corporations  for  taxes  on  income  earned  in  the 


agreeing  provinces. 


t 


Where  companies  having  head  offices  outside  OnUrio  opera- 
te esUblishments  in  Ontario,   the  income  of  these  esUblishments 
is  taxed«     The  province  taxes  the  company's  whole  income  and 
then  allows  a  deduction  equal  to  the  Ontario  tax  on  income  derived 
outside  the  Province.     In  effect,  only  income  earned  in  Ontario  is 
taxed. 


Quebec  has  similar  income  allocation  procedures  as  Ontario 
except  that  it  does  not  provide  for  ailocaticm  according  to  account- 
ing records  where  Uiis  is  possible. 


It  ia  apparent  that  any  tax  difficidties  arising  out  of  differ- 
ences in  allocation  methods  for  income  could  be  considerably 
eased  if  all  provinces  and  the  federal  government  used  the  same 
allocation  formulae. 


I 
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Depreciation 

The  majority  of  men  in  the  forest  industries  consider  as 
reasonable  the  federal  and  provincial  regulations  concerning 
depreciation  atUowances.    Ottawa's  adoption  of  the  reducing 


1.    1  Elizabeth  U,   Chap.    13  (Ont. )  Sect.   2  (IS). 
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balance  method  for  computing  depreciation  has  meant  »ome  extra 
work  for  industry.    Owing  to  the  fact  that  many  companies  use  a 
straight  line  m^ediod  and  fliat  many  use  higher  rates  of  deprecia- 
Uon  than  aUowed  ->y  re|^Ution  for  tax  purposes,   tax  returns  by 
corporations  must  be  adjusted  to  bring  the  valuations  of  fixed 
assets  appearing  in  company  statements  into  line  with  those 
allowed  by  the  government.     Opinion  varies  on  whether  this  is 
a  simple  operation  or  not.     The  OnUrio  government  which  used 
to  recognise  the  straight  line  method  for  depreciation,  has  now 
agreed  to  accept  reduciing  baiaace  valuations  based  on  the  federal 
government's  rates.     This  should  simplify  matters  of  tax  returns. 


Depletion 

Many  men  in  forestry  believe  that  the  deductions  which  the 
federal  and  provincial  governments  allow  for  forest  depletion,  ^ 
are  unsatisfactory.    And  their  complaints  seem  quite  reasonable, 
particularly  where  timberlands  or  licences  have  been  held  over 
lung  periods  oi  tixne.     By  regulation,  depletion  allowances  that 
are  deductible  from  taxable  income,   are  based  upon  the  initial 
cost  of  the  timber.     If  a  timber  lixmt  has  been  held  nuiny  years. 


1.   The  author  believes  that  depletion  allowances  for  capital 
invested  in  timber  lands  are  comparatively  less  important 
than  depreciation  allowances  in  respect  of  other  capital  costs. 
This  is  because,  generally  speaking,   the  majority  of  timber 
lands  now  leased  from  the  Crown  did  not  require  payment  of 
any  lump«suxn  bonus  for  their  acquisition.     Furthermore,  it 
should  be  noted  that  this  discussion  of  depletion  allowances 
does  not  concern  sinailar  allowances  for  company  expenditures 
which  have  been  capitalised.    It  concerns  only  capital  costs 
incurred  in  the  acquisition  of  timber  lands. 
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its  capital  value  may  have  appreciated  considerably  by  the  time 
it  is  logged.     This  appreciation  in  value  is  a  capital  gain  ac- 
cruing to  the  operator.    However,  if  he  logs  the  land,   Gie  capital 
gain  appears  as  income  and  is  taxed  because  the  depletion  al- 
lowance is  based  upon  cost  value,  not  present  value.     Yet  the 
governments  claim  that  their  income  taxes  are  taxes  on  income 
and  not  on  capital  gains.     One  must  condeixui  any  suggestion  by 
tax  officials  that  if  an  operator  wishes  to  avoid  the  tax  on  capital 
gains,   he  should  sell  his  timber  en  block  on  the  atunnp  or  sell 
the  limit  outright.     Such  action  could  seriously  disrupt  or  nullify 
any  long-term  forest  management  plans  which  the  operator  may 
be  trying  to  carry  out. 


Tax  authorities  snay  claim  that  to  change  the  method  of 
calculating  forest  depletion  in  order  to  correct  this  situation, 
would  be  unfair  to  all  other  industries.     This  rigid  attitude  ig- 
nores the  preferential  treatment  already  accorded  the  mining 
companies.     It  ignores  the  need  of  flexible  regulations  which  can 
be  adjusted  to  meet  extraordinary  situations.     Such  a  situation 
exists  in  the  present  period  of  transition  of  the  forests  fronn 
liquidation  to  sustained  yield  management.     These  problems 
and  suggestions  for  improvement  in  depletion  regulations  are 
dealt  with  in  Chapter  VI.     A  few  highlights  oi  the  present  federal 
and  provincial  regulations  as  they  affect  the  mines  conclude  these 
remarks  on  depletion. 
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Mining  Regulations 

Federal  Regulations,     Operators  of  oil  or  gas  weUa.  base  and 
precioufi  metal  mines,  and  industrial  mineral  (non-bedded  de- 
posits)  mines  when  computing  their  income,  may  deduct  for 
depletion  33  1/3  p^r  cent  of  the  profits  for  the  year,  which  may 
reasonably  be  aUributed  to  the  production  of  the  weU  or  mine.  * 
This  means  that  the  value  of  the  product  upon  which  depletion  is 
based,  is  the  current  value  and  not  the  initial  cost  value.     It 
may  be  argued  that  it  would  be  difficult  to  estimate  accurately 
the  volume  of  oil  or  minerals  in  a  well  or  mine  when  it  is  first 
proven.    And  therefore*  is  impossible  to  prorate  the  costs  of 
acquisition  over  this  volume  in  order  to  establish  a  depletion 
basis.     Yet  the  use  of  the  present  value  of  such  products  as 
represented  in  the  company*s  income,    rather  than  the  value 
when  operations  commenced,   meexnB  a  significant  departure 
from  general  practice. 


mi 
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In  addition,   operators  ot  coal  mines  and  of  the  mines 
mienlioned  above,  may  claim  an  allowance  equal  to  25  per  cent 
of  the  costs  attributable  to  prospecting,   exploration,   and 

development  of  the  mine  before  it  comes  into  production  in 

2 
reasonable  quantities.         There  are  certain  qiuilifications  to 


1.  The  Canada  Ganette.   Part  II.   Statutory  Orders  and  Regulations. 
Vol.   84,   No.   5-53.   Dec.   28.1949.     The  Income  Tax  Regulations, 
P.  C.  6471  as  amended.    Part  12.     Cited  hereafter  as  The  In- 
come  Tax  Regulations. 

2.  Ibid. 
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this  allcrwance  which  must  be  satisfied. 


/motlier  special  allowance  may  be  claimed  by  operators  of 
the  metalliferous  ajiid  industrial  mineral  mines.     If  the  inine  ceji>.€ 
into  production  during  the  years  1946  t4>  1954  inclusive,  income 
from  operation  of  the  mine  is  exempt  from  taxation  for  three 
years  from  the  date  production  began* 


Furthermore  the  shareholders  in  mining  corporations  may 
claim  deductions  from  their  personal  income  in  respect  of  de- 
pletion in  the  mine  or  wells  from  which  such  income  derives. 
Depending  upon  what  proportion  the  company* s  income  from  mint- 
ing is  of  total  income,   this  deduction  vmries  from  10  to  20  per 

Z 
cent  of  the  dividends  of  the  corporation.  in  the  event  of  a 

distribution  of  such  a  corporatioa's  undistributed  profits,  an 

individual  may  claim  a  deduction  of  20  per  cent  of  such  dividend 

value. 


i 


Provincial  Regulations.     The  i  rovince  of  Ontario  taxes  income 
of  mining  companies  under  the  Mining  Tax  Act^         not  the  Cor- 
porations Tax  Act.     When  computing  taxable  income,  oil  and  gas 
coJxi^>anies  jpoay  deduct  Ihe  year's  cxyi:nBea  for  exploi  ing  and 
drilling  from  income  for  that  year.     Mining  companies  may 
similarly  deduct  an  amount  equal  to  the  aggregate  of  their 


1.  The  Income  Tax  Act,  op.  cit. ,   section  74. 

2.  The  Income  Tax  Regukitions,   op  cit.   Part  13. 

3.  Revised  SUtutes  of  Ontario,    1950.     Chapter  237 
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prospecting  and  exploration  expenaea  or  auch  aznaller  amount  aa 
the  Provincial  Treaaurcir  will  allow.    All  ex{>enditurea  on  devel- 
opment of  a  mine  until  it  ia  producing  or  ia  alMuidoned  may  be 
deducted  ^ndien  the  mine  cornea  into  production  or  ia  abandoned. 


Depletion  aUowancea  may  be  granted  to  operator  a  of  oil 
and  gaa  wella*     Theae  are  at  ratea  agreed  upon  by  the  Treaaurer* 
However,  operator  a  of  minea  may  claim  no  depletion  allowancea. 
Minea  which  came  into  production  during  the  yeara  1944  to  1952  in- 
cluaive  were  perxnitted  for  the  three  yeara  after  they  commenced 
production*   to  deduct  from  the  tax  payable  on  income  from  the 
mine,   an  amount  equal  to  50  per  cent  of  the  tax.    The  author  has 
not  been  able  to  aacertain  whether  the  Province  will  extend  thia 
proviaion  to  include  the  yeara  1953  and  1954  aa  the  federal  govern* 
ment  did  with  ita  aomewhat  aimilar  tax  exemption. 


II 


MHf^g  companiea  receive  ^rther  favourable  tax  treatment. 
Mining  income  below  $10,  000  ia  exempt  from  taxation.     The  tax 
rates  are  progreaaive  on  income  over  thia  amount:    from  $10,  000 
to  $1,  000. 000.   6  per  cent;    from  $1.  000,  000  to  $S.  OCO.  000.   8  per 
cent;    and  over  $5.  000.  000.  9  per  cent.     Theae  compare  with  the 
tax  ratea  of  7  per  cent  on  the  firat  $10.  000  of  logging  income  and 
9  per  cent  on  auch  income  over  $10.  000;    and  7  per  cent  on  in« 
come  from  other  aourcee  which  are  paid  by  the  forest  iaduatriea. 
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Clearly  the  federal  regulations  have  been  deaigned  U»  put 
the  mining  Industry  in  an  attracUve  poaition  in  the  investment 
market.    A  great  deal  of  the  riak  in  this  speculative  field  has 
been  ramoved  by  the  federal  government's  actions.    It  is  under- 
standable with  what  envious  expressions  men  in  the  speculative 
lumber  industry  view  such  tax  conce«si<ms.    With  a  more  de- 
tailed study  of  the  net  results  of  the  special  provincial  legisla- 
tion  with  iU  deductions  and  special  tax  raUs  for  mining  com- 
panies, it  is  difficult  to  say  whether  or  not  they  have  received 
more  favourable  tax  treatment  than  the  forest  industries. 

Favourable  Effects 

Many  adverse  effects  of  the  federal  and  provincial 
corporation  income  taxes  have  been  brought  out  in  this  sectton. 
On  balance  one  should  note  that  if  tax  rates  were  held  constant 
over  time,  tax  returns  would  follow  fluctuaUons  in  the  business 
economy;    leataxes  would  be  coUected  as  proflU  fall  and  more 
when  profits  rise.     This  would  tend  to  dampen  such  fluctuations 
and  be  a  stabUiaing  Influence  in  the  economy.     This  influence 
is  increased  stiU  further  by  adjustmenU  in  the  tax  rates  which 
follow  swings  In  the  business  cycle. 

****** 

The  above  analysis  of  the  effects  of  the  corporation  income 
tM  on  the  forest  industries  applies  to  a  post-war  period  with  a 
decidedly  infUtionnry  trend.    Furthermore,  the  analysis  gives 


II 
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little  or  no  attention  to  the  purpose  of  the  prevailing  high  federal 
tax  rates  or  the  results  of  present  hea>ry  government  expenditures. 
The  inconveniences  and  increased  costs  of  carrying  on  business 
under  these  conditions  may  be  but  a  small  price  to  pay  for  mili- 
tary preparedness.     The  forests  and  forest  industries  have  an 
integral  part  to  play  in  ttiis  important  program.     Foresters  and 
people  sincerely  interested  in  the  state  of  the  country's  forests 
may  with  reason  ask  whether  our  governments  are  directing 
enough  attention  to  ensuring  that  the  forests  will  be  able  to  con- 
tinue playing  their  vital  role  in  the  years  ahead.     For  keeping  the 
forests  in  a  properly  managed  condition  is  one  phase  of  prepared- 
nesSt  one  which  cannot  be  improved  quickly  in  the  event  of  war. 
Therefore^  fiscal  practices  should  be  adopted  which  will  meet  the 
requirenaents  of  forestry  as  well  as  the  over -all  financial  policy. 
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Other  Taxes 


It  is  difficult  to  assess  the  importance  to  the  forest  indus- 
tries of  taxes  other  than  those  paid  on  corporation  income.     These 
companies,   like  others  in  the  Province,   contribute  to  the  Provin- 
cial and  municipal  treasuries  through  a  multiplicity  of  taxes, 
licenses,  fees,  and  duties.     The  significance  of  any  one  of  these 
in  the  costs  of  a  particular  company  may  depend  upon  the  com- 
pany's siae,   its  capital  structure,  method  of  conducting  business, 
purchases  for  the  given  year,   the  rate  of  tax,   the  tax  base,  and 
so  on.     (Naturally  it  was  not  possible,  nor  desirable  for  the 
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author  to  go  into  all  these  factors  as  they  might  pertain  to  the 
forest  industries.)    The  general  theory  concerning  the  usual 
impact  and  incidence  of  most  of  these  taxes  is  well  defined  in 
fiscal  literature.    As  many  of  these  are  fixed  costs  rattier  than 
variable*   tiieir  effects  upon  the  forest  industries  can  be  fairly 
well  sumaised  -  particularly  as  they  may  concern  the  practice 
of  sotmd  forest  management.     Therefore  the  taxes  listed  below 
will  receive  nnly  summary  treatment  regarding  impact,  incid- 
ence»  and  effects  upon  the  forest  industries  in  Ontario. 

Possibly  one  or  more  of  these  taxes  may  have  an  unfortu- 
nate ciunulative  effect  on  some  portion  of  either  the  sawmill  or 
the  pulp  and  paper  industry  that  is  located  in  a  certain  locality. 
I^etailed  analysis  of  these  taxea  should  be  deferred  until  such 
special  problems  arise,    at  which  time  all  relevant  factors  may 
be  given  thorou|^  study. 

The  taxes  to  be  considered  in  this  section  may  be  grouped 
as  follows: 

(1)  Provincial  corporation  taxes. 

(a)  Annual  lax  of  $50.  for  each  place  of  business. 

(b)  Annual  tax  of  l/20  of    1  per  cent  of  the  paid-up 
capital  value  of  a  corporation. 

(2)  Municipal  and  land  taxes. 

(a)    Municipal  business  tax  for  manufacturing  con- 
cerns -  at  a  local  rate  on  a  business  assessment 
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equal  to  60  per  cent  of  the  assessed  value  of  the 
real  property  occupied  by  the  business, 

(b)  Municip»al  property  tax  on  lands  owned  by  the 
xnanufacturing  concern  •  at  local  rates  on  the 
assessed  vmlue  of  the  land. 

(c)  Provincial  land  tax  on  lands  owned  or  held  under 
a  lease  or  licence  by  a  corporation  and  situated 
in  an  unorganised  township.     A  company  pays  no 
tax  on  interests  in  lands  g^ranted  by  licence, 
lease,  or  agreement  under  the  Crown  Timber  Act. 


The  tax  rate  is  1  per  cent  of  the 


led  value 


of  the  land.    Ai 


omenta  are  nosninmlly  set  at 


$4,00  per  acre. 


(3)    Consumption  taxes. 

(a)  Sales  and  other  federal  excise  taxes  at  current 
rates.     Where  applicable  companies  pay  these 

taxes  on  goods  they  purchase.    They  pay  no  sales 
tax  on  mill  machinery  or  equipment  used  in  logging 
operations. 

(b)  Gasoline  tax  -  a  provincial  tax  equal  to  11  cents 
per  gallon  of  gasoline  purchased. 


iii 


(4)    L^icences  and  fees. 

(a)    incorporation  fees  of  federal  or  provincial 


1.  Revised  Statutes  of  Ontario,    1950,   Chap.    24,   5.6  (l)e. 
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companies  -  fees  vary  depending  on  form  of 
capitalisation  and  amount  of  capital  stock.     The 
minimum  fee  is  usually  $100«  00,     Small  addi- 
tional fees  are  charged  for  filing  required  docu- 
mettts»  supplementary  letters  patent,   etc. 

(b)  Provincial  licensing  of  saw  mills  and  pulp  and 
paper  mills.    Annual  licence  fees  vary:   maxi- 
mum charges  are  $10.  00  for  sawmills  with  over 
SO,  000  board  feet  daily  capacity,  and  $50.00  for 
pulp  and  pitper  mills  with  over  50  tons  daily  capacity. 

(c)  Motor  and  conunercial  vehicle  licences.    An  annual 
provincial  charjKe,   the  amount  of  which  depends  upon 
the  class  of  the  vehicle. 

(d)  Provincial  land  transfer  tax  -  an  amount  equal  to 
l/S  of  1  per  cent  of  the  purchase  price  or  consid- 
eration paid  for  land.     Minimum  tax  is  $2.00  for 
patented  Lands  or  leases  from  the  Crown. 


m 


(S)    Miscellaneous  taxes  or  charges. 

(a)  Succession  duties  -  these  are  significant  only 
where  a  company  is  a  private  or  family-held  cor- 
poration. 

« 

(b)  Annual  charges  under  the  Crown  Timher  Act. 

(i)  Ground  rent  -  at  rates  for  timber  licence 
holders  of  $5.00  per  square  mile  and  for 
pulpwood  agreement  holders  at  the  same 
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rate  applied  to  l/lO  of  the  coaceaaion  area. 
(ii)  Fire  protecUoii  charge  -  at  a  rate  of  $12.  80 
per  square  mile;    payable  on  all  lands  held 
by  licence*  lease*  or  agreement  under  the 
Act. 

(c)    Railway  fire  charge  -  annual  fire  protectioa  charge 
of  $12.80  per  square  mile  paid  by  all  owners  or 
lenaats  of  any  railway  lands. 

Encept  for  the  succession  duties  (which  are  discussed  separ- 
ately below)  these  taxes  sad  charges  fall  directly  upon  the  com- 
panies.   All  or  almost  all  their  incidence  will  probably  be  upon  the 
final  consumer  of  the  large  number  of  forest  products.     For  these 
taxes  and  charges  are  considered  as  indirect  costs  of  doing  busi- 


ness and  con^anies  aoake  every  attempt  to  recover  them  through 
their  price  and  sales  policies.    One  lurther  important  point;  all 
these  taxes  except  succession  duties  are  deductible  when  computing 
taxable  income  under  the  federal  and  provincial  income  tax  acts. 
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The  degree  of  shifting  uUch  will  occur,   will  naturally  be 
affected  by  noany  of  the  same  variables  that  were  discussed  in  the 
section  on  the  incidence  of  corporation  incoxne  taxea.     These  include 
general  business  conditions,  competitive  prices  of  similar  or  sub- 
stitute products*  the  degree  of  local  monopoly  exercised,  the  sine 
of  the  tax*  the  flexibility  of  price  schedules,  and  so  on.    Further- 
more,  the  fact  that  municipal  and  provincial  taxes  are  levied  on 
corporations  within  these  limited  Jurisdictions*  may  hinder  the 


m.6s 


process  of  shifting.     For  example,   if  corporation  taxes  paid  by 
Ontario  companies  are  much  above  those  paid  by  other  companies, 
the  Ontario  concerns  may  have  to  absorb  the  tax  differential  under 
which  they  operate.    An  Ontario  firm  might  possibly  pass  on  the 
whole  tax  in  Ontario  markets  but  only  part  of  it  in  outside  markets. 
However,   it  does  Bm^xn  safe  to  conclude  that  the  forest  industries 
are  quite  successful  in  passing  on  these  taxes.     There  is  little 
complaint  against  them.     While  this  may  be  the  condition  today » 
it  does  not  mean  that  these  taxes  could  be  increased  without 
stress  upon  industry.     They  represent  a  fairly  rigid  element  in 
comt^ny  costs.     Nor  does  it  mean  that  the  taxes  are  without  fault 
in  their  structure,  basis  or  application. 


•I 


While  no  attempt  will  be  made  to  discuss  each  tax  in  detail, 
some  conunent  at  this  point  seems  desirable  in  order  to  suggest 
possible  avenues  for  future  study.     These  following  remarks  are 
brief. 


Provincial  Corporation  Taxes 

The  provincial  place  of  business  tax  has  little  to  recomi- 
mend  it  save  simplicity  of  operation.     It  is  ineffective  as  a  pro- 
ducer of  revenue,     Ontario  (70),    and  has  become  nothing  more   , 
than  a  nuisance  tax.     It  should  be  repealed. 


1.  Of  a  total  tax  revenue  of  $177,800,000  raised  by  OnUrio  in 
the  year  ending  March  31,    1951,   only  about  $900,  000  or  U.  S 
per  cent  caone  from  the  place  of  business  tax. 
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The  tax  on  paid*up  capital  ia  much  more  successful  as  a 
revenue  producer  aad  yet  is  rather  insignificant  whem  compared 
to  the  corporation  income  tax.        While  simple  to  administer, 
the  tax  takes  no  account  of  a  corporation's  ability  to  pay  the  tax. 
What  revenue  it  produces  generally  will  be  stable.     Because  the 
tax  rate  is  low,  it  is  doubtful  if  the  tax's  faults  cause  corpora- 
tions any  hardship.     Wc  nnay  then  expect  it  to  remain  upon  ttie 

2 
statute  books  for  some  time  yet. 


Municipal  and  Land  Taxes 

The  municipal  business  and  property  assessments  are 
both  taxes  of  long  standing  in  the  Province.     They  form  the 
backbone  of  munipal  finance.     Property  values  have  been  esta* 
blished  with  the  expectancy  that  these  taxes  will  persist  in  the 
local  tax  systems.     Therefore  there  seems  little  use  inveigling 
Against  the  taxes'  regressive  nature,  against  the  heavy  fixed  burden 
thev  place  upon  business,   and  the  narrowness  of  the  base  from 
which  to  draw  the  bulk  of  local  finances.     For  andoubtedly  the 
taoces  are  very  suitable  for  local  administration  and  are  com'* 
paratively  simple  to  operate. 
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If  there  is  little  hope  of  abolition  of  these  nounicipal  taxes, 
there  are  great  possibilities  for  their  improvement.     Poor 


1.  Ibid.    Of  total  tax  revenues  for  the  year  ending  March  31,    1951. 
Ontario  raised  $2, 100,000  from  the  paid-up  capital  tax  and 
$65,900,  000  from  the  corporation  income  tax. 

2.  Both  the  place  of  business  tax  and  the  tax  on  paid-up  Capital 
are  to  be  suspended  under  the  Aug.    1952  Federal-Ontario  tax 
agreement. 
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assessment  practices  can  be  remedied  and  local  tax  systems 
can  be  div^ersified.     Equalisation  of  assessments  Mvithin  the 
larger  manicipal  jurisdictions  will  remove  many  inequities. 
It  may  be  possible  through  reforms  in  assessment  procedures 
eventually  to  swing  locml  taxation  over  to  a  basis  which  takes 
account  of  a  taxpayer's  ability  to  pay  his  taxes.     But  the  pro- 
cess will  be  slow. 


The  Provincial  land  tax  substitutes  in  unorganixed  town- 
ships for  the  property  tax  in  organized  regions.     It  is  a  property 
tax  closely  akin  to  the  mimicipal  levy.     Because  few  corporations 
own  any  forest  lands  in  fee  simple  or  lease  other  than  Crown 
forested  lands  in  townships  where  the  tax  applies,   it  has  little 
significance.     Furthermore,  the  Province  has  placed  only  a 


nominal  and  uniform 


(ment  upon  forest  lands.     The  tax 


yields  the  province  only  a  few  hundred  thousand  dollars  annually, 
OnUrio  ((64)  p.  4)» 

Yet  it  should  be  pointed  out  that  the  present  form  of  the 
tax  is  bad  -  especially  from  the  viewpoint  of  forest  owners. 
The  valuation  of  forest  property  is  based  upon  its  sale  value. 
Forest  property  or  land  is  deemed  to  include  the  standing  timber 
upon  it.     Thus  assessments  could  increase  as  an  immature  sUnd 
grows  older  and  more  valuable.     This  factor  could  lead  to  an 
area  being  logged  before  the  umber  on  it  had  reached  its  best 
value.     A  remedy  to  this  situation  would  be  to  base  assessments 
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upon  the    land*s  capacity  to  produce  timber  and,   thereby,   income. 


Conaumpsion  Taxea 

The  federal  aales  tax  is  a  manufacturer's  excise  tax, 
normally  levied  on  goods  made  in  Canada  and  on  the  duty  paid 
value  of  inaported  goods.     The  manufacturer  collects  the  tax  on 
domestic  goods.     Along  with  certain  articles,   equipment  used  in 
logging  and  machinery  used  in  manufacturing  processes  bear  no 
tax  although  spare  parts  do.  Therefore  the  forest  industries 

would  pay  the  tax  only  on  such  items  as  would  not  fall  into  the 
above  categoriea. 


One  feature  of  the  aalea  tax  can  be  troublesome.    As  the 
tax  on  a  manufacturer's  own  products  is  colicctcd  when  they 
leave  the  iactory,  he  must  finance  the  tax  payment  until  he  can 
collect  it  from  his  customers.     If  certain  ot  these  customers 
fall  to  pay,   the  producer  is  out  the  tax  money.     His  only  consola- 
tion (in  this  regard)  is  that  his  reserves  for  bad  debts  are  free  of 
aicome  tax!     As  building  materials  are  exentpt  from  sales  taxes. 
this  problem    is  not  of  great  importance  to  the  lumber  industry. 

Because  this  study  regards  taxes  from  the  viewpoint  of  the 
forest  business  man,  no  account  will  be  taken  oi  other  bad  features 
in  the  sales  tax  which  strike  the  individual  hardest. 


Hi' 


The  forest  companies  pay  certain  other  excise  taxes  such 


1.   11  George  VI.   Chap.  60.  as  amended  (Canada)  Schedule  UI. 
For  reference  see  Canadian  Tax  Reporter,  Vol.  lA.  pp.   9351- 
93S3.     Toronto.  C.C.H.  Canadian  Ltd. .   1951. 
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as  the  15  p«r  cent  tax  oa  automobiles. 

bisofar  as  all  the  excise  taxes  paid  by  industry  appear  as 
part  of  a  firm's  costs  of  production,  pyramiding      of  these  taxes 
does  occur.    As  the  sales  tax  is  levied  at  the  production  level 
rather  than  the  retail  level,  there  seems  no  way  of  avoiding  such 
pyramiding  without  so  complicating  the  tax  structure  that  it  be- 
comes unwieldy. 

While  sales  and  excise  Uxes  may  possess  many  bfid  features 
in  ttieory  and  in  practice,  there  seems  lltUe  likelihood  that  they 
will  be  dropped  from  our  tax  system.     They  bring  diversity  and 
•tobUity  into  the  system  at  the  expense  of  making  it  somewhat 
regressive  in  its  effects.     For  the  fiscal  year  1952-53,   they  are 
expected  to  yield  to  the  federal  governrntnt  some  20  per  cent  of 
its  tax  revenues.  Abbott,  ((3)  budget  speech). 

The  Provincial  aa»<»l»«  tax  is  a  retaU  sales  tax  based  in 
theory  upon  the  benefit  principle.     People  who  use  the  highways 
help  to  pay  for  them  by  way  of  the  tax.     The  tax  is  lucrative  and 
easy  to  coUect.    In  the  year  1950-51.  it  yielded  over  36  per  cent 
of  Ontario's  tax  revenue.  Ontario  (70).        There  is  little  doubt 
ihat  the  tax  will  remain  part  of  the  Province's  tax  system  for 

I     PvramidinB  of  a  tax  occurs  if  the  Ux  appears  In  the  price  of 
*•  iTTmSfuictuerer  A's  goods  which  are  used  by jm^ufacturer 
B      B's^ds  are  also  t«t«d.     Therefore  part  of  the  Ux  on  B's 
«ods  mirbe  said  to  fall  on  Uie  tax  levied  on  A's  goods.     And 
Ton.  Mother  result  of  levying  a  tax  at  th.  ^^^^^*''', 
Uvel  which  is  called  ^orramiding  ^ccurs  ^f  «",f  *  J  fJ^^^J  i^*  "l" 
his  mark-up  on  the  wholesaler's  price  which  includes  tt^« '^'»o" 
**•  ***••"*■  "r  .,  .J, .„*.,,-•.-«■  nrice  dIus  the  sales  tax. 

saler's  mark-up  on  the  manutacturer  s  P™  P'*"  ~  ^^  .,  , 
Thus  the  final  purchaser  pays  a  sum  greater  than  the  tax  as  a 
result  of  the  mark-ups  on  the  anoount  of  the  tax. 
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many  years.    Forest  industries  may  dain  a  refund  on  the  tax 
they  pay  on  gasoline  used  by  unlicensed  vehicles  in  logging 
operation. 

Liccaccs  aad  Fees 

The  liccBCCS  mnd  f«««  listed  in  group  fonr  arc  of  mcg- 
ligiblc  inporteacc  to  One  for««t  iadastrics.     The  licoasiag 
tjutemm  of  which  thoy  ar«  a  part  do  provide  the  Province  with 
meaa*  of  coatroUiag  malpracticee  la  the  pertinent  fields.    The 
fees  help  to  offset  the  costs  of  regulation. 

Miscellaneous  Taxes  and  Charges 

Succession  duties  (both  federal  aad  provincUl)  are  taxes 
based  on  the  value  of  a  man's  estete  at  his  death.    As  such  it 
is  one  form  bf  ^rtdch  capital  gains  are  taxed  in  Canada.    H 
these  duties  are  of  any  significance  to  the  forest  industries, 
they  are  so  only  to  firms  which  are  managed  as  single  proprie- 
torships, partnerships,  or  private  (family-or  dosely-held) 
corporations.    If  on  the  death  of  the  owner,  partner,  or  major 
shareholder  of  such  a  business,  the  succession  duties  on  his 
••tote  cannot  be  met  out  of  Uquid  assets  or  income  from  the 
estete.  the  company  or  part  of  it  may  have  to  be  sold.    In 
theory,  such  an  event  might  upset  a  sound  program  for  manage 
ment  of  a  company's  forest  assete.    fa  aU  likelihood  such  cir- 
cumstances wiU  not  occur.    Firms  of  this  class  are  usuaUy 
-«.il    a.d  few  smaU  forest  companies  have  enough  foresU  to 
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mak.  up  mu  adequate  management  unit.    The  Initial  exemption 
from  tax  of  $50,000  of  the  eataUU  value,   reduce.  atiU  further 
the  chance,  of  a«r  mi.£ortune  a.  po.tuUted.    However,  certain 
feature,  of  the  BritlA  esUte  duty  having  a  bearing  on  thi. 
matter  might  weU  be  Incorporatod  in  the  federal  a»d  provtocUl 
act..     Tho.e  are  deaeribed  in  Chapter  IV     and  diacuaaed  fur- 

ther  in  Chapter  VI. 

A.  mentioned  in  ChapUr  U,  the  Province',  fire  protection 
under  the  Crown  Timber  Act  and  the  Railway  Fire  Charge 
Act  are  further  ««mple.  of  taxe.  levied  to  pay  for  certain 
benefit..  Foreat  fire  protection  i.  a  co.Uy  underUking  which 
i.  .hared  by  the  fore.t  indu.tri..  and  the  government.  By  pay- 
ing thi.  tax  the  eompanie.  are  doubttea.  kept  aware  of  the  coat. 
of  the  protection  service. 

While  the  eompanie.  may  .eem  to  benefit  mo.t  by  the 
.ervice.   the  people  of  OnUrio  al«>  have  a  large  inUre.t  in 
their  foreat.  which  mu.t  be  guarded.    It  haa  been  ..id  that  the 
actual  coat,  of  fire  protection  are  not  more  than  three  quarUr. 
defrayed  by  the  proUcUon  tax  rev«.ue..    Becauae  logging  opera- 
tinn.  create  hanardou.  fire  conditfon.  in  the  fore.U.  people 
cUim  the  eompanie.  riw»uld  pay  .till  more  of  the  co.U  of  pro- 
tection.    Tax  raU.  were  doubled  in  1951.    Gr«.ting  the  high 
haaard  that  logging  .U.h  create.,  it  i.  .till  true  that  the  Urge.t 


1.  See  pp.    145  and  187  below, 
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proportion  of  forest  fires  in  the  Province  result  from  amokere 
mad  eeznpert       Ontario  ((69)  p*^8);    Uuit  ie»  travellere  in  the 
^oode.     The  companies  cannot  be  responsible  for  all  these 
people  nor  for  many  of  the  others  who  cause  fires.    For  on  an 
average  over  7f  per  cent  of  forest  fires  in  Ontario  are  the 
result  of  human  action.     These  are  strong  points  in  the  forest 
operators*  arguments  that  they  are  already  paying  their  share 
of  protection  costs  and  that  tax  rates  should  not  he  raised 
fur^er.    At  their  present  level*   these  taxes  seem  to  be  no 
great  burden  on  the  companies;    (the  survey  of  executive  opin- 
ion mentioned  previously  indicated  no  dissatisfaction  with  present 
rates. ) . 


In  givii^  consideration  to  the  annual  ground  rents  paid 
by  licence  and  agreement  holders  under  the  Crown  Timber  Act, 
it  is  inUresting  to  note  the  purpose  for  which  these  rents  were 
initially  charged.     JCvidence  given  before  a  Select  Conmiittee  of 
the  Legislature  in  1S49.   Report  of  1899  ((67)  p.  68).  showed  that 
some  lumbermen  were  monopolising  timber  limits  along  the 
OtUwa  River.     The  Committee  in  its  second  report  suggested 
that  an  annual  ground  rent  be  charged  for  each  square  mile  of 
a  limit  and  that  this  rent  be  doubled  for  each  year  in  which  any 


1.  A  weighted  average  for  the  7  years  1943-1949  show  45.4 

per  cent  of  fires    were  caused  by  smokers  and  campers;    32. 1 
per  cent  by  other  human  agents;    and  22.5  per  cent  by  Ughtning 
and  unknown  causes. 
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Ofperator  failed  to  work  hia  limit.    In  1851 »  this  suggestion 
was  incorporated  in  the  c  rown  timber  regulatioii»    Report  of 
1^99*  ((67)  p.  79  and  SZ),    From  these  regislations»  one  mmy 
interpret  ground  rent  to  have  been  cbarged  to  prevent  ary 
monopoly  of  timber  limits  and  as  a  penalty  for  an  operator 
failing  to  work  bis  limits. 


UI-76 


Tbe  sitnatioa  today  is  quits  different.    Ground  rent  ap- 
pears to  serve  nocther  purpose  than  to  raise  additional  pro- 
vincial revenues  from  tbe  forest  resource.    It  captures  a 
portion  of  tbe  economic  rent  for  the  forests  nccruing  to  the 

government.    As  r<mts  are  only  nonUnal,   the  yield  hardly 

1 
amounts  to  2  per  cent  of  the  aannal  timber  revenues, 

Ontario  ((69)  p.  10). 

As  ground  rents  have  become  q;uite  insignificant,  they 
may  be  adjudged  as  being  little  more  than  nuisance    charges 
today.     They  bear  no  relation  whatever  to  an  actual  rental 
value  for  forest  land.    In  fact,  under  present  circumstances, 
it  is  very  doubtful  if  such  a  rental  value  could  be  calculated. 
One  may  well  ask  for  what  reascm  are  such  rentals  retained? 


Ground  rents  for  the  fiscal  year  ending  Rfarch  Jl.    19 
totalled  $11Z,000  -  1.66  per  cent  of  timber  revenues, 
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Stttmpage  in  ttic  form  of  Crown  du«s  dates  in  Ontario  from 
the  year  1S26.  ^     la  the  light  of  later  developments  it  ia  inter- 
eating  to  speculate  whether  the  government  of  that  day  viewed 
atompage  aa  a  tax  or  aa  a  price.    The  uae  of  the  terms    ^such 
ratea  and  duties**   and    '^exaction  of  any  rate  hereby  imposed" 
would  seem  to  indicate  that  the  authorities  may  well  have  coa« 
aidered  stumpage  as  a  tan.    The  licensing  systen  then  inaug« 
urated,  was  introduced  as  a  reform  of  the  old  monopoly  charter 
or  licence  system.     Under  this  charter^  system*  the  imperial 
government  granted  certain  English  merchants  rights  to  cut  in 
Crown  forests  in  order  to  supply  the  Royal  Navy  with  spars 
and  timbers.     Thane  merchania  deaignated  certain  Canadians 
aa  agents  who  undertook  the  logging  operations.     This  system 
was  grossly  faisused  and  corrupt.     The  new  licensing  method 
provided  a  means  whereby  any  individual  could  earn  his  living 
in  the  lumber  industry,  ^   Report  of  1899  ((67)  p.  49). 


1.  For  an  explanatory  note  on  the  compoaition  of  stumpage,   aee 
Appendix  I«  p.   98,   below. 

Z.   See  Chapter  U,    p.    16,   above. 

J^   Extracts  from  the  pertinent  paragraf^t  in  the  proclamation 
of  1S26  are  as  follows: 

'*We  have  thought  fit  to  order  and  direct  that  ....  it  shall 
m^  nuLY  be  lawful  for  all  our  subjects  inhabiting  our  Prov* 
inces  of  Upper  and  Lower  Canadu^  freely  to  enter  into  our 
wochIs  aal  forests  in  such  parts  of  our  said  Province  of 
Upper  Canada  . . .  and  to  cut  and  carry  away  such  oak  and 
pine  timber  as  may  be  fit  for  the  purpose  of  exportation. 

"Provided  always  . ..  that  in  consideration  of  the  author- 
ities and  permission  hereby  given,  the  several  rates  and 
duMes  hereinafter  specified  shall  be  paic?  to  Us  ....  which 
duties  are  to  be  paid  in  lawful  money  of  our  said  Province 
of  Upper  Canada,  and  to  be  levied  and  received  by  such 
persons  as  We  shall  appoint  .  • . 

••Provided  always* . . . ,  that  all  persons  properly  author- 
ised by  or  under  Our  license  granted  in  naanner  heretofore 
used  to  cut  timber  in  Our  Said  Province  shall  be  permitted 
to  carry  away  and  export  same  .  • .  without  the  exaction  of 
any  rate  hereby  imposed 
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It  is  possible  then  Uutt  sturApage  could  hav^e  been  the  device  by 
which  the  Provieicial  gov^erament  obtained  for  itself  revenues 
similar  to  those  the  imperial  gcivernment  exacted  from  the 
British  merchants. 

Whether  or  not  shimpage  was  a  tax  at  its  inceptiont  it 
soon  camie  to  be  viewed  by  the  government  as  the  price  asked 


for  its  wood  products. 


of  evidence  taken  in  1838  be- 


fore the  Assistant  Commissioners  for  Crown  L^uids  and  Immi- 
gration indicate  that  both  Commissioners  and  lumbermen  looked 
upon  stxonpage  an  the  price  paid  for  the  timber  on  the  licensed 
areas.  Report  of  1899  ((67)  pp.   SS  and  56).     And  as  a  price,   it 
probably  assisted  in  the  allocation  or  *  rationing*  of  the  timber 
limits.    At  a  later  date,  provincial  revenues  from  the  sale  of 
timber  resourcee  were  in  the  minds  of  the  men  who  framed 
iMbsection  5,   section  92  of  the  B.N.  A.  Act.        And  in  more 
recent  tiaus.  ike  coaris  have  adjudged  8tum|>ag«;  coliecicd 

under  the  down  Timber  Act  to  be  the  pi*ice  that  the  government 

2 
charges  fox-  the  snle  of  lis  forest  products.        li  is  this  piinciple 

by  which  the  Province  today  sets  its  stuAip^kge  rates. 


m\ 


In  theoretical  ternts,   stumpage  is  largely  the  economic 
rent  accrtiing  to  the  Province  for  the  products  of  itn  forest  lands; 


1.  Sec  Chaptex  II  t  p.    24  above. 

2.  In  re  Hardy  footnote  p.    39  above. 
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the  rciara  on  resources  for  which  Ontario  incurred  only  the 
coeta  of  protection  and  adniinistrmtlon«    The  eaUeting  forests 
cost  nothing  to  grow,     Preeumahly  the  amount  of  rent  coming 
to  the  Province  would  he  settled  by  the  forces  of  supply  and 
demand  meeting  in  the  nanrket  for  forest  products.    If  the  gov- 
ernment sets  its  price  below  the  normal  market  price,   some 
of  the  e  conomic  rent  goes  to  the  purchaser  of  the  wood«    To 
find  what  should  be  the  value  of  this  rent  properly  owing  to 
the  Province,  it  is  necessary  to  know  the  costs  of  production 
and  management  of  the  forests  and  to  deduct  these  from  the 
market  prices  of  primary  wood  products. 


One  difficulty  in  any  discussion  of  stttm.page  today  arises 
from  the  fact  that  management  of  the  forests  is  in  the  process 
of  change;    from  a  liquidation  policy  to  one  of  management  for 
an  optimum  sustained  yield  of  forest  products.    If  this  transi- 
tion could  be  effected  overnightt  few  problems  would  arise  in 
the  treatment  of  stumpage.    Of  the  difficulty  which  does  arise, 
this  much  may  be  said:    methods  of  evalumtiag  stumpage  which 
applied  under  a  liquidation  policy  are  fast  becoming  obsolete; 
new  methods  applicable  to  a  sustained  yield  program  cannot  be 
expected  at  all  times  to  prove  adaptable  to  existing  conditions. 
However,  it  is  possible  that  an  analysis  of  methods  euiUble  to 
these  two  extreme  situations  may  reveal  points  useful  in  solving 
present«day  problexns. 


1*1 
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Stumpag€  under  a  ULquidatioa  Forest  Policy 

Ae  •tumpage  today  atiU  comprise  a  the  same  elements' 
tkat  it  did  before  sastained  yield  forestry  became  Oiitario*s 
goml,  the  analysis  of  existing  stnmpnge  valuation  procedures 
will  be  applicable  to  the  policy  under  review. 


When  stumpage  is  set  at  auction  by  tender,  two  elements 
may  be  expected  to  reflect  the  present  conditions  of  the  market  - 
the  Crown  evaluation  and  the  purchaser^  bid  bonus.     The  third 
element,   Crown  dues*  tends  to  move  only  slowly  in  response 
to  broad  changes  in  the  e  conomy.     Because  these  dues  are 
set  by  regulation,  Oxm  authorities  prefer  to  keep  them  fairly 
stable,    it  is  this  feature  of  setting  Crown  dues  arbitrarily  by 
rogalation  which  likens  stumpage  to  a  tax.    Areas  involved  in 
timber  auctions  are  usually  small  as  also  anay  be  the  companies 
or  operators  who  are  bidding.    Monopoly  bargaining  conditions 
prevail;    conditions  which  tend  towards  those  of  a  discriminating 


1.  See  Appendix  X,  p.  99  for  an  outline  describing  these  elements. 

2.  Discriminatlttg  monopoly  •  one  in  which  the  monopolist  prac* 
tises  price  discrimination  between  different  buyers.     See 
Pigou»  A.  C.  t   The  Economics  of  Welfare.  4th  ed.  p.  273» 

In  the  situation  described  here,  the  Minister  of  LAnds  and 
Forests  may  accept  the  highest  tender  offered  for  the  limit 
at  auction.    However,  if  there  is  justifiable  reason  why  the 
highest  tender  should  not  be  accepted,  the  Minister  may  re* 
fuse  the  tender.     Such  a  reason  might  be  the  obvious  inability 
of  the  bidder  to  carry  out  the  terms  of  the  licence  contract 
because  he  is  not  mqjlippmd  to  do  so.     From  the  forester* s 
viewpoint,  discrimination  in  this  manner  may  be  Justified. 
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Where  stunnpage  is  »ct  by  negotiation  only  one  element 
may  be  said  to  reflect  present  market  conditions  <*  the  pur- 
chaser's bonus  price.    As  this  method  of  determining  stumpage 
has  baen  used  ^fvhere  large  tracts  of  timber  are  tmrolved  and 

where  only  ona  company  ts  concamed*  the  bargaining  approaches 

1 
that  found  under  conditions  of  bilateral  monopoly.        Because  of 

this»  the  final  atumgpage  price  is  indeterminate  fron^  the  stand- 
point of  economic  analysis.     Such  aaalysia  can  only  show  within 
^i^iat  limits  the  resnlt  will  lie.    The  prica  will  Baally  be  deter- 
aainad  by  the  relative  bargaining  strengths  of  the  government  and 
the  negotiating  company. 


•i 
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When  conMdaring  stumpage  under  the  early  liquidation 
forest  policy*  it  should  be  realined  that  the  government  was  not 
conducting  forestry  as  a  buaiaess  •  unless  it  was  the  business  of 
getting  rid  of  its  assets.    By  selling  its  capital,   the  Province  was 
out  to  raiae  a  revenue  which  would  be  conaiderably  greater  than 
any  costs  that  administration  or  protection  entailed.     Crown  dues 
were  set  low  because  timber  was  so  plentiful.    By  using  the  bid 
bonus  and  the  Crown  evaluation«   the  govi^mment  could  adjust  its 
price  to  market  conditions  for  wood  products  generally  or  for  a 


I.  Bilateral  monopoly  -  one  in  which  a  degree  of  aon- transfer- 
ability of  coxmMdity  units  on  the  one  hand  or  of  demand  units 
on  the  other  9  exists  sufficient  to  make  discrimination  profit- 
able between  the  monopolist  seller  and  each  buyer.    See  Pigou» 
A.C.  Ibid,  p.  278.     £sscnUaUy  the  monopoUst  seUer  is  dealing 
with  a  monopolist  or  near-naonopolist  buyer  (moaopsonist). 
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c«rtaia  locality.    Thereby  it  tried  to  ensure  tliAt  as  much  a« 
possible  o£  the  economic  rent  accruing  to  the  iorest  products 
would  find  its  way  into  the  coffers  of  the  Treasury.    A  reserve 
or  upset  price  (Crown  dues  plus  Crown  evaluation)  further 
ensured  that  revenues  would  at  least  soeet  the  costs  of  admin* 
istratton.    It  is  possible  too,  that  in  setting  its  upset  price 
for  timber »   the  Province  adjusted  it  so  ttiat  wood  which  was 
difficult  to  log  became  a  commercially  attractive  proposition. 

The  introduction  of  the  negotiation  method  for  setting 
stumpage  adapted  the  auction  system  to  changes  in  the  economic 
system;    particularly  to  the  rise  of  large  and  powerfixl  forest 
companies.     These  concerns  virtually  mtonopoliaed  demand  in 
a  given  area  and  required  large  reserves  of  raw  materials  if 
the  economios  of  large  scale  production  were  to  be  maintained. 
The  positicm  of  Crown  dues  in  these  negotiations  appears  to  the 
author  to  be  that  of  the  reserve  or  upset  price  under  the  auction 
system.     Because  of  the  indeterminate  elements  in  the  nego* 
tiations»  it  is  probable  that  under  this  method  a  larger  part  of 
the  economic  rent  would  go  to  the  purchaser  of  forest  products 
than  under  the  auction  system. 

This  analysis  shows  that  the  two  methods  of  stumpage 
valuation  which  escisted  under  the  Ontario  Government's  former 
liquidation  policy  were  adapted  to  the  disposal  of  timber  at 
auction  and  by  negotiation.    Under  the  former  situation,   the 
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reserve  price  comprised  Crown  dues  and  the  Crown  evaluation. 
The  bid  bonus  and  the  Crown  evaluation  adjusted  stumpage  to 
market  conditioas.    Under  the  latter  situation.  Crown  dues  alone 
set  tke  reserve  price  and  the  negotinted  bonus  was  used  to  bring 
tikis  price  nearer  to  what  ttie  government  and  ttie  negotiating 
consipanf  thought  the  market  price  should  be. 


How  successful  these  two  methods  have  been  in  ensuring 
that  the  Province  obtained  its  proper  share  of  the  economic  rent, 
depends  then  on  the  level  at  which  Crown  dues  have  been  set  and 
on  how  closely  the  final  contract  price  has  approximated  tiie 
competitive  market  price.     The  one  factor  within  the  government's 
control  has  been  the  level  of  Crown  dues.    How  this  has  been  set 
the  author  cannot  state  exactly.    Apparently  it  resulted  from 
son^e  evaluation  which  the  government  placed  upon  the  forests  in 
the  light  of  the  cadLsting  economic  condition  of  the  forest  industries 
which  (a)  require  crheap  raw  resources  if  they  are  to  maintain  their 
competitive  position,  and  (b)  tihe  government's  own  expenditures 
on  forest  administraUon  and  protection.    As  these  costs  have 
mounUd  with  the  years  and  with  the  realisation  that  the  forests. 


as  a  limited 


,  needed  better  protection,  the  government 


has  insisted  that  they  be  met  out  of  the  revenues  arising  from  the 
sale  of  forest  products.  This  insistence  and  the  e  conomic  prob- 
lems  involved  have  increased  the  need  for  a  business-like  evalua* 
tion  of  stumpage. 


■ 
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Staxnpmge  under  a  Sustained  Yield  Foreat  Irt>licy 

If  Otttario*a  foreata  were  fully  under  snanagement  for 
auatatned  yl#ld,  the  diapoaal  of  foreat  producta  could  be  readily 
patterned  on  general  buaineaa  practice.     In  effect,  the  govern* 
mcnt  would  he  in  the  buaineaa  of  growing  wood  on  Crown  landa. 
Such  a  situation  preanmea  that  the  Pro\rince  accepta  full  rea* 
ponaibility  for  the  proper  care  and  development  of  ita  foreata; 
that  it  haa  evolved  aome  ayatem  for  carrying  thia  reaponaihilitf 
into  effect;    and  that  it  haa  knowledge  of  ita  coata  of  operating 
tihte  buaineaa.    Once  in  thia  position  the  government  should  be 
able  to  market  ita  producta  systematically  -  diacarding  froxn 
intenaive  management  thoae  areaa  which  are  sub*marginal;    man- 
aging more  intensively  those  forests  yielding  the  hi|^est  profit; 
and  holding  for  jbture  market  products  presently  saleable  only  at 
a  loas  or  small  profit.    It  would  be  out  to  provide  raw  materials 
at  pricea  n^ich  would  leave  the  foreat  industries  in  position  to 
meet  competition  from  otbftr  coanpanies  and  other  producta. 

This  simplified  model  ignores  the  complexities  raiaed 
when  trying  to  eatimate  the  dollar  valuea  of  the  non-tixnber  uses 
of  the  forest.    As  the  government  is  running  this  large  acale 
foreatry  buaineaa,  it  muat  protect  these  non-timber  uses;    they 
must  be  reconciled  with  ^e  timber  uses.    And  their  valuea  will 
have  to  be  reflected  somehow  in  the  government's  pricing  system. 
For  it  seems  only  logical  that  management  of  wild  life,   recreation. 


etc. «  a«so€i»t«d  wiih  the  lorcsU,   should  be  handled  along  with 
foreet  managemcat  for  wf»od  products* 
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I.x>okiAg  more  closely  at  the  models  one  may  ask  many 
questions  which  seem  almost  uaaaswerable  today*    Will  it  ever 
be  possible  (or  desirable)  to  place  dollar  values  on  the  forest's 
non-timber  uses?    How  long  will  it  be  before  ttie  provincial 
authorities  know  all  the  costs  of  managing  the  Province's  pro- 
ductive forests?    What  share  of  these  costs  will  be  borne  by 
the  forest  companies?    Will  it  be  possible  for  the  government 
to  conduct  its  forestry  business  in  a  suitably  simple^  decen- 
traUsed  nsuiner?    Can  it  do  so  in  a  manner  that  will  ensure 
that  the  forests  receive  proper  attention  and  yet  will  allow  busi«- 
ness  practices  to  be  used?    These  are  but  a  few  of  Uie  pertinent 
questions  which  must  be  asked.     For  certainly  the  present  situa- 
tion of  the  Province's  forests  does  not  approximate  that  of  the 
model. 


Stumpage  Appraisal 

Provincial  forest  authorities  have  sought  a  comproxnise 
which  would  adapt  their  esUblished  licensing  system  to  present 
conditions  and  the  new  requirements  of  a  forestry  business. 
They  seek  to  introduce  the  "Stumpage  Appraisal**  system  for 
evaluating  stumpage.    This  would  be  used  particularly  where 
timber  and  pulpwood  agreements  involve  large  tracts  of  timber. 
With  the  appraisal  meOod  stumpage  is  a  residual  value.    It  is 
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**the  proportion  of  profit  of  a  timber  operation  which  is  attriba- 
Uble  to  the  growing  of  timber".       Love  ((S2)  p.  9). 

A  brief  prepared  by  Prof.  D.  V.  Love,  ((52)  p.  5),  pro* 
videe  an  ouUlae  of  how  etumpage  would  be  appraised  in  Ontario. 
This  outline  ie  eummArised  here. 

(1)    Tiniber  authorities,  with  the  co-operatioa  of  industry, 
would  i^neipute  the  average  costs  of  producing  primary  wood 
products  for  a  region  or  district.     These  costs  would  be  based 
upon  analysis  of  the  costs  of  a  representative  group  of  operators 
in  such  districts,  chosen  to  provide  a  cross*section  of  operating 


efficiency  and  conditions,    if  var 


in  conditions  warrant  it. 


these  costs  may  be  altered  when  computing  the  average  or  nor- 
mal costs. 


(2)    Assessment  of  any  individual  operator's  costs  for 
operating  his  limits  would  be  based  on  the  pertinent  regional 
normal  costs,  a«yusted  to  his  particular  operating  conditions 
(accessibility^   topography,  etc.)*     ^^*  operator's  own  logging 
efficiency  would  not  enter  into  this  conventional  calculation. 


*l 
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(3)    Where  nuirket  values  are  known  for  primmry  wood 
productSt  a  conversion  return  would  be  found  by  deducting 


1.  Prof.   Love's  brief  was  prepared  at  the  request  of  the  Ontario 
2>epartment  of  Lands  and  Forests. 

2.  A  detailed  description  of  the  stumpage  appraisal  method  may 
be  found  in  Metiiods  of  Stumpage  Appraisal,  by  Prof.   D.  M. 
MatOiews  as  Part  "V^  of  the  Manual  of  Timber  Management 
published  by  the  Ontario  Department  of  Lands  and  Forests,  1948. 
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from  the  market  vmlue  the  operator^  normal  coete  of  extraction. 
A  portion  of  tikiia  cimveraion  return  would  be  attributable  to  ttie 
operator  as  profit  and  return  for  riak  on  hie  conventional  normal 
coata.     The  remainder  wUl  be  the  atumpage  value  of  the  producU. 

(4)    Wliere  market  valuea  are  not  known  for  primary  wood 
producta,  the  converaion  return  muat  be  determined  by  working 
backwarda  from  the  valuea  of  the  end  produ^ta  of  the  operator. 
Allowance  would  be  made  for  coat,   profit,  and  risk  it  the  manu- 
facturing aiepa  involved.     The  authoritiet  would  then  compute 
atumpage  valuea  from  the  converaion  return  as  In  Sec.  (3). 

The  full  co-operatton  of  induatry  in  providing  basic  coat 
and  price  data,  ia  eaaential  to  the  success  of  this  appraisal 
scheme. 

Exponents  of  stumpage  appraisal  claim  that  it  ahould 
produce  the  following  results,    Love  ((52)  pp.  6-12): 

(1)  Increased  operating  efficiency  because  of  iht  spur 
given  to  inefficient  operators  to  bring  their  costs 
into  line  with  normal  coats. 

(2)  Practical  standards  of  utillawition  and  operating  tech- 
niques.    Stumpage  appraisal  shotxld  indicate  the  econ- 
omical  rate  at  which  intensive  management  policies 
can  be  insUtuUd  without  any  sector  o£  the  forest  econ- 
omy incurring  undue  financial  burdens. 
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(3)    DisposiHcm  of  raw  material  to  the  products  it  is  best 
aaitad  to  produce,     Stitmpage  appraiaal  of  the  value 
of  timber  where  it  ia  to  be  uaed  for  products  of  hig^ 
^[uality  under  given  volume  and  market  co2iditioiia» 
would  discourage  its  use  for  products  of  low  quality^ 
particularly  if  timber  in  unaller  sines  at  lower  rates 
can  be  obtained* 


(4)    Eatable  distribution  of  the  cost  of  governmental 
care  of  the  forest  resource.     JCxceptlonally  valuable 
resources  would  receive  proportionately  more  care 
and  attention  than  areas  whose  products  were  low* 
valued  or  almost  worthless. 
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(S)    Promotisa  of  the  OMist  efAcient  use  of  the  products 


of  (he  forests.    By  proper  adjustment  of  rates,  in- 
dustry may  be  encouraged  to  use  products  it  would 
otherwise  ignore  or  prefer  to  utilise  only  to  a 
limited  extent. 
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(6)    Sensitivity  oi  rates  to  changing  economic   conditions. 
Recurrent  assessment  of  the  appraisal  rates  would 
keep  thezn  in  line  with  current  business  conditions. 
Any  changes  in  the  local  or  general  economic  climate 
would  be  reflected  in  stumpage  rates.    Neither  the 
government  nor  industry  would  suffer  at  the  expense 
of  the  other.    Stumpage  appraisal  would  also  permit 
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the  govwrument  to  *dju«t  Ita  prices  if  it  vislied  to 
place  Ontario  indaatries  in  a  uoore  fk\rourabie  positicm 
ia  ¥#orId  marketa* 

(7)  Seasliiiritf  of  rates  to  rhowfing  opcrattag  conditiffias. 
Recurreat  aaaeasmant  of  ratta  would  tend  to  kc«p  ^em 
la  liaa  with  coata  of  opara^oa  which  may  vary  aa  dif- 
£traat  aactioaa  of  largo  tiinhar  tracts  ara  brought  iato 
oparaiioa.     Ratea  would  keep  abreaat  with  progreaa  ia 
operating  techai^uea. 

(8)  Reaoovml  of  iaceative  to  traffic  ia  Crowa  timber.     Crowa 
atumpage  would  doaely  approximate  market  valuea  for 
prinaary  wood  products.    No  additioaal  margia  would 
exist  above  ttte  coaveational  profit  aad  return  for  riak 
which  ixvight  eacourage  a  liccace  holder  to  aell  hia  tiaa* 
ber  or  righta  to  another  peraoa. 


(9)    Governmeat  forest  products  selling  at  competitive 
prices  with  products  from  private  forests.     The 
present  uaiavourable  position  of  piivaU  forestry  would 
be  eased. 


Ia  the  abseace  of  accurate  coat  aad  market  price  data  oi 
ita  owa,  abur^page  appraisal  doea  appear  to  be  the  goverameat*s 
best  way  of  eaauring  a  proper  aelliag  price  for  its  products  - 


1.   This  poiat  is  from  aa  uapublished  addeadum  made  by  Prof. 
Lore  to  the  brief  Stampage  Appraiaal  aad  Fi^rtft  Mllligtimat 
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a  price  which  nets  to  the  ProHnce  a  xti&xixnuni  axnount  of  the 
economic  rent  owing  to  it. 

Stompaga  appraisal  has  received  considerable  criticism^ 
especially  from  the  operating  companies.    The  following  are  five 


comments  which  have  substance,  L4>ve    ((S2)  pp.lS-l6). 


1 


(1)  Appraisal  woiUd  be  inaccurate  because  of  uncontrollable 
variables.    Certainly,  operation  costs  will  vary,  particu* 
larly  from  one  season  to  the  next.    In  Oiis  event  a  com* 
pany*s  costs  may  be  above  normal  one  year  and  below 
normal  the  next.    Exponents  of  the  appraisal  system  claim 
that  data  which  have  been  collected  indicate  that  total  log- 
ging costs  can  be  predicted  on  the  average  with  reason* 
able  accuracy.     They  further  point  out  that  the  20  per  cent 
rale  proposed  for  profit  and  risk  on  normal  costs,  would  be 
generous  enough  to  allow  a  profit  of  §Qxnm  kind  even  if  ac- 
tual costs  may  be  quite  high.    Provincial  authorities  have 
also  indicated  that  they  would  be  prepared  to  consider  any 
company  evidence  documented  by  records,  that  it  is  being 
ui^ustly  treated.    Such  evidence  would  then  indicate  whether 
or  not  adjustments  to  the  rates  would  be  warranted. 

(2)  Political  conniving  would  not  be  eliminaUd  by  the  appraisal 
method.  Indeed  the  system  would  not  eliminate  the  process 
of  negotiation  by  which  timber  agreements  would  be  made. 


Pi 


1.  The  first  four  points  only  are  raised  by  Prof.  Love. 
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How«T«r»  it  probacy  would  str^agthea  ^m  Province's 
barfalaiag  position  in  thoso  acgottatioas  -  a  factor  nhich 
iaduatry  ia  bound  to  fifbt. 


(3)  Tba  f  OTommant  would  control  profiU  and  lliaraby  atiae 
compatitiva  antarpriaa.     Thsra  ia  no  doubt  Ouit  induatry 
will  alwaya  opi^aa  payiag  for  anyttiing  on  a  baaia  wbicb 
allowa  Ikam  to  snaka  but  a  llmitad  profit.     Tba  laval  of 
profit  proposed  by  tha  govammant  appear  a  to  be  gaaar* 
oua,    Baaad  on  ararage  coats,  it  may  wall  be  above 
actual  profits.     Tha  aatboritiea  feel  that  at  present  the 
forest  induatry  is  receiving  a    considerable  portion  of 
the  economic  rant  which  should  ri|^tfiilly  come  to  the 
Province.    And  ttda  ailuation  must  be  remedied.     Becaaae 
campaay  wood  caata  would  riaa  with  an  increase  in  stump - 
age  rataa,  the  authoritiea  believe  that  more  of  the  income 
atream  will  be  directed  to  the  Province  through  a  reduced 
flow  into  faderal  income  taxes. 


II 


(4)  Adequate  trained  personnel  would  not  be  available  to  con- 
duct appraiaal  work.    This  is  a  aerious  criticism  which 
would  have  to  be  fully  met  if  the  Province  were  to  gain 
company  confidence  in  atusapage  appraisal.    It  is  but  one 
facet  of  the  dearth  of  men  and  women  trained  for  the  forestry 
profession.     Tet  it  is  a  criticism  of  stumpage  appraiaal 
which  could  be  met,  for  the  technii|ue  can  be  maatered. 
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(5)  Th«re  is  a  furtlicr  crittcism  which  possibly  is  mors 

ftadmmsnUl.        This  is  ths  rslisacs  on  a  msthod  whereby 
sioflspags  is  sstablished  as  a  rssidual  valus»  what  is  left 
ailsr  dsductiag  from  ths  market  prtce  of  forest  protects, 
Um  costs  of  extraction  mmd  a  coaversioA  return  on  these 
costs  to  cover  profit  and  risk.    It  is  a  negative  approach 
lidiich  lays  no  impulsion  upon  the  government  to  find  out 
its  own  costs  of  production  and  n&anagement.    Stumpage 
appraisal  is  ttie  antithesis  of  ttie  usual  business  pracUce 
where  pricing  policy  has  a  close  relaUonship  with  costs 
within  the  industry.     Soonmr  or  later  the  Province  will 
have  to  relaU  its  prices  to  its  own  costs^  -    not  thoos  of 
iU  cttstonaers.    This  objection  may  be  tolerated,  of  course, 
if  it  is  understood  that  stumpage  appraisal  would  be  adopted 
only  as  an  interim  solution  to  the  government's  pricing 
problems;    a  solution  adapted  to  handle  stumpage  for 
existing  stands  of  merchantable  timber  and  not  future 
crops, 

Ontario's  forests  have  been  sadly  over  •exploited  in  many 
areas.    Large  sums  of  money  must  be  spent  if  they  are  to  be 
restored  to  anything  like  their  former  state.    Many  people  with 
a  keen  interest  in  this  situation  have  urged  the  Province  to  ex* 


i*  This  point  is  not  made  by  Prof.  Love  in  his  brief,  op.  clt. 

2.  It  is  recognised  that  the  degree  of  correlation  between  costs 
and  prices  will  be  affected  by  the  fact  that  Ontario's  forest 
industries  must  sell  their  products  in  keen  comipetition  with 
outside  producers  in  both  domtestic  and  foreign  markets. 


11 
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pead  an  the  forests  all  the  revenaeA  that  it  derives  directly  from 
them  «  abnost  all  of  which  edme  from  shtmpage.    Generally »  the 
ProrisKial  goremmeiit^  is  doing  this.    But  it  is  still  not  cnoiigh. 
Can  stumpage  rates  he  raised  sufficiently  to  yield  the  required 
revennes  ?    In  the  end  the  answer  will  probahly  be  no. 
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It  would  be  a  mistake  to  rely  too  heavily  upon  stumpage 
in  raising  the  req^uired  money.    Stumpage*  because  it  is  one  of 
the  forest  industry's  production  costs*  appears  in  the  price  of 
the  manufactured  wood  product.    And  because  the  industry's 
competitive  position  depends  in  large  measure  upon  its  price 
levels,  chsap  stumpage  is  desirable  as  a  means  of  maintaining 
conapetitive  prices.    Can  Ontario's  lumber  industry  maintain  its 
present  position  in  doaaestic  markets  if  the  prices  of  its  raw 
materials  -saiw^^logs  •  are  raised?    It  is  extreasely  doubtful  if 
lunabe**  prices  could  be  increased  significantly  without  the  indus- 
try suffering  loss  of  customers  -  not  only  to  competing  lumber 
industries  but  to  producers  of  substitute  materials.     To  some  ex«* 
tent,  the  same  conditiMis  hold  in  the  other  forest  industries. 
Increase  stiunpage  and  the  Province  runs  the  risk  of  having  its 

forost  companies  priced  out  of  Ute  markets.        It  is  probably 

I.  Comparative  wholesale  prices  for  lumber  f.o.b.  Toronto,  19§2, 
Ontario  white  pine, 

D  and  Better,  kiln  dried  *  $262.  OO/M.  f .  b.  m. 

Braailisn  Parana  pine, 

D  mmd  Better,  kiln  dried  «  $172.  OO/M.  f .  b.  m. 

Eastern  Spruce  and  Balsam, 

No.  2  and  BetUr,   I'^x  6*' -  I'*xl2^ 

6'  to  20*  •  sir  dried  •  $132.  OO/M.  f.  b.  m. 

«  kiln  dried  *  $137.  OO/M.  f.  b.  m. 

Douglas  fir  and  western  hemlock 

C  and  Better,   1"  n  4*^  -  1"  x  12", 

6*  to  20',   •  rough.kiln  dried  *  $1M.S0/M.f.b.m. 
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true,  a«  was  ^>oint«^  out  Sibove»  that  notnt  concern*  lwiv<5  xxego* 
tUt*d  f^itcb  tatitf^ctory  pulpwood  anc-  tixnber  agre«m«iitc,  thai 
^hmy  mtt  getting  more  tlmn  *helr  fair  sliare  of  the  econoxnic 
rent  on  primary  iR^ood  pi^>dxict«.     To  thia  extent  etnrr^page  could 
justifiably  b«  increaae^  without  the  forest  industries  needing  to 
rais^  the  prices  of  their  products.     But  again  it  is  very  douhtfal 
whetiber  the  increased  yield  iidUch  would  reeult«  would  go  very 
far  In  meeting  the  great  need  for  hi|^r  govemnoent  enpenditures 
on  the  forests. 


The  speculative  economic  circumstances  oC  the  lumber  and 
oOier  wood -using  li^tfitrfes,   s«xggests  that  stumpage  shouH  b€ 
flexihle.     By  lowering  rates  during  a  business  recession  or  when 
competition  is  extreme,   the  government  and  the  people  share  in 
the  lorest  industry's  distress  and  also  in  the  cuts  necesaary  for 
business  to  regain  its  strength. 

Once  the  contract  for  a  timber  licence  or  agreement  has 
been  signed »  Crown  dues  reasain  the  on)y  element  in  stumpage 
which  may  be  a<Uusted  by  the  government  without  renegotiating 
the  contract*    And  yet»  the  provincial  autborities  tend  to  hold 
these  dues  stable,  changing  them  only  slowly  over  the  yeara. 
Therefore,   stumpage,  as  it  is  now  determined,  appears  to  be 
a  decidedly  inflexible  price  •  particularly  if  the  licences  or 
agree ocionts  arc  in  force  for  n  considerable  length  of  time. 
Certainly  stumpagc  will  not  automatically  adjust  to  changes  in 
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thft  carrcat  economic  climate. 
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Stuanpmgm  appraiMd  wiU  douMLossly  add  fioibility  to 
tkio  pricl«f  WfmUnk  if  tho  period  betweea  reappraisals  is 
kept  flkort.    Tet  this  method  of  eraltiatioa  is  not  self.a4|ustiag 
eitlier.    It  is  possible,  of  coarse,  tkat  as  lonf  as  stumpage  is 
to  be  iaclmded  ia  a  contract  covering  a  number  of  years,  neither 
party  liould  wish  the  rates  to  be  too  flexible. 
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This  point  concerning  the  role  of  stumpage  as  one  of  the 
determinants  in  the  prices  of  forest  products,  receives  further 
treatment  in  Chapter  Vl. 


Undoubtedly  the  present  active  inter eoi;  ia  stumpage  eval* 
nation  derives  from  the  Province's  insistance  that  the  costs 
of  msnsging  Ontario's  forests  should  be  met  generally  from 
the  sale  of  forest  products,  and  from  its  desire  to  see  that 
the  people  receive  fall  value  for  their  forest  proUucts.    From 
these  points  and  the  remarks  made  above,  it  is  l^>parent  that 
the  problem  of  stumpage  rates  is  tied  In  with  the  general  ad- 
ministration of  the  forests.    This  study  cannot  go  into  the 
question  of  what  is  the  l»est  method  of  administering  the  Crown 
forests.     But  one  may  ask  u^ether  all  expenditures  on  such 
administration  need  be  or  should  be  met  from  stumpage  alone? 
bi  effect^  this  question  leads  to  more  fundamental  ones.    Should 
the  Province  manage  its  forests  as  a  **business'*f    Is  there  no 
alternative  which  may  be  simpler  to  carry  out  -  a  method 
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whereby  raising  government  revenues  woidd  be  based  on 
accepted  tax  principles  rather  Hum  pricing  principles t    Insofar 
as  these  questions  concern  tiiis  study,  they  will  be  discussed  in 
r  VL 


Summary  on  Stompage 

From  this  rather  cursory  survey  of  stumpage  one  may 
make  these  main  points*    First,   stumpage  is  a  method  of  raising 
government  revenues  which  has  been  long  established  in  the 
Province,     Possibly  it  was  first  ccmceived  as  a  tax  but  it  early 
became  accepted  as  a  price.    Second »  although  of  doubtful  sig- 
nificance»  when  it  is  considered  as  a  price  under  coaapetitive 
conditions  stempage  does  possess  the  regulative  aspects  of  any 
price  system  of  rationing.     Thirdt   the  Crown  dues  portion  of 
stumpage  possesses  some  features  of  a  tajc     These  dues  can 
be  arbitrarily  adjusted  by  regulation.    Furthermore,   their 
reaction  to  short-nm  supply  and  demand  fluctuations  in  insen- 
sitive.    The  importance  of  this  point  will  vary  as  it  depends 
upon  what  proportion  of  stumpage  is  made  up  of  Crown  dues. 
Fourth*   treatment  of  stumpage  as  a  price  has  created  difficul- 
ties as  the  government  tried  to  adapt  its  licensing  system  to 
present  economic  conditions.    As  a  price*  it  is  relatively 
inacxible.    It  does  not  adjust  automatically  to  changes  in  the 
economic  climate.    Fifth,  Stumpage  Appraisal  has  been  pro- 
posed as  a  means  of  solving  these  difficulties.    As  an  interim 
method  for  pricing  the  Province's  forest  products,   it  does 
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have  coBsiderabU  OMrit.    It  introdacca  aome  flexibility  iato 
atampaga  evaluation.    Sixth,  the  problema  iavolved  in  Ottdiag 
a  aiaitable  aMaaa  of  aaaeaaing  atampage  caat  aome  doubt  on  it 
being  a  aatiafactory  way  by  uridch  to  raiae  Provincial  reveanea. 
It  may  be  deairable  to  replace  ataxx^^ge  by  aome  other  ayatem 
baaed  upon  accepted  tax  coacepta. 
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Appendix  I 


£>e£laitioiis 


Harold  M.  Sommrm  H%1)  p«   149)  kas  delliied  the  la^iact 
of  muf  lax  as  the  point  wkoro  that  tax  ia  impoaad  hy  law.    The 
federal  and  provincial  corporate  income  taiwa  hare  their  lm» 
pact  on  the  corporation*    While  in  appearance  the  gasoline  tax 
falls  on  the  vendor,  hf  law  it  falls  on  the  customer.    The  gas- 
oline seller  acts  as  government*  s  collecting  agent. 


Shifting 

When  a  tasqpayer  forces  some  one  else  to  pay  a  tax»  he 


has  shifted  it,  Somers  ((tl)  p.  ISO).    When  a  corporation  con- 
siders its  property  tax  or  any  other  tax  as  one  of  its  overhead 
costs  and  includes  it  when  setting  the  selling  price  of  its  pro- 
duct, it  will  have  shifted  the  tax  or  a  portion  of  it  to  the  con- 
sumer.    Thus  partial  or  total  shifting  can  occur. 


Shifting  has 


forward  and  backward.    When  a 


manufacturer  passes  on  a  tax  to  his  customers  in  his  selling 
price,  he  has  shifted  it  forward.     If  the  price  is  kept  constant 
hut  the  manufacturer  after  being  taxed,  buys  cheaper  raw 
materials  or  services,  the  tax  will  have  been  shifted  backwards. 


Market 'period,  short-run,   and  long-run  shifting  defini- 
tions are  analogous  to  Alfred  Marshall* s  market^  short- run^ 
and  long-run  supply,    MarshaU  ((57)  pp.  274-27S  and  312-31S). 
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£n  tM  mftirkct  period  ahiftiiig  takes  plAc«  tluough  a  cbaage  ia 
pHce  of  Um  supply  of  goods  now  on  hand.     Short-rua  shifUaf 
takas  place  tluroufl^  alUratioas  ia  the  price  of  the  supply  of 
foods  expected  to  be  produced  by  existing  productire  facilities, 
I^Bg*nta  shifting  takes  place  uriiea  prices  change  as  a  result 
of  changes  in  productive  capacity,  Soxsers  ((81)  pp.  1S1«153). 

Incidence 

The  point  of  incidence  of  a  tan  is  inhere  its  burden  finally 
rasU»   Somers  ((11)  p.  1S3).    U  may  be  claiaaed  that  the  tax*s 
incidence  is  never  really  known  as  it  is  shifted  ad  infinitum. 
That  fltiay  be  true  sometimes.    But  lor  practical  analysis  a 
final  resting  place  can  usually  be  found.    To  assist  this  analysis, 
nuirkat«>period,  short-runt  and  long-run  incidence  concepts  have 
been  developed  to  make  some  allowance  for  tiafte.     These  cor- 


respond to  similar  phases  of  tsx  idiiftlng.    Somers  suggests  as- 
sociating the  idea  of  **final**  incidence  with  long-run  incidence. 


Effects 


Broad  considerations  of  what  may  happen  to  consumption, 
the  standard  of  living,   employment,  iuvesUxient^   savings,  pro- 
uuctioa,  etc. ,  concern  the  effects  of  a  tax,  temers  ((81)  pp.  162- 
143).     lifting  is  an  effect  and  die  re  is  not  a  sharp  line  between 


a  study  oi  tan  incidence  and  the 


division  is  reaaonabie  and  helps  in  any  tax  analysis 


of  a  tax.    However »   this 


Stumpage 

Stompage  -  the  Provincial  government's  charge  for  its 


nr.M"f'»M*^'' 
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forest  products  •  comprises  three  elements  today.    These  are 
Crowi  da^m.  Ike  Crown  eiralmatiom»  aad  the  bid  honus.    Whea 


stnmpage  was  Introduced  in  1826  it  t^s  made  up  solely  of  the 
dues  levied  hy  the  Crown.     These  appeared  in  a  schedule  stating 
the  rates  per  cubic  or  lineal  foot  lor  tilie  different  kinds  of  tim* 
ber  cut.    In  1127  limits  were  auctioned  to  the  operator  and  the 
Crown  daem  became,  in  effect,  the  Tmrnmrvm  or  upset  price  charged 
for  the  wood.    Over  and  above  Uds  the  operator  agreed  to  pay  a 
bonus  whose  sine  was  determined  at  the  aucrtion.     This  bid  bonus 
was  paid  as  a  lump  sum  for  many  years  but  was  later  prorated 
over  the  timber  cut.    Xa  the  regulations  of  1866,  the  government 
adopted  the  Crown  evaluation  when  it  placed  an  initial  upset  price 
on  all  timber  berths  to  be  auctioned  in  the  future.     This  price 
was  based  on  area  and  was  additional  to  the  Crown  dues.    At  a 
later  date  it  was  prorated  over  the  timber  to  be  cnit.     While  us- 
ually the  sum  stated  in  the  regulations,  the  upset  price  could  be 
varied.     This  led  to  an  evaluation  systexn  whesreby  the  adminis- 
tering authorities  set  the  reserve  price  to  take  account  of  the 
general  nMnrket  value  of  the  timber  and  its  location,  accessibil- 
ity, etc.    Once  set  for  a  timber  limit,   this  Crown  evaluation 
does  not  alter.     Today,  when  a  limit  is  auctioned,  the  upset 
price  includes  the  Crown  dues  and  the  Crown  evaluation.     The 
Crown  dues  are  the  only  rates  adjustable  during  the  termi  of 
the  licence. 


i 
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Wh«ii  m  licence  or  agreement  is  negotiated  for  a  large 
timbered  tract,  neither  the  Crown  evaluation  nor  the  hid  bonne 
appear  ae  euch  in  the  final  etnmpage  charge.    A  bonne  pHce  is 
negotiated  which  ie  to  be  paid  in  addition  to  the  Crown  dnee. 
Theee  two  eienente  only  -  the  bonne  and  dnee  •  make  up  the 


etampage  dbarge. 
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To  iummarine,  depending  on  the  manner  of  diepoeal  of 
the  catting  right*,   etampage  may  lake  one  of  two  different 


forme 


(a)  When  a  licence  or  permit  ie  dlapoeed  of  at  auction 


or 


eaie,  ehimpage  coneiete  of  (i)  the  Crown  duee  which 
may  be  adjaeted  at  the  goremment*e  diecretion; 
(a)  the  Crown  evaloation  which  when  added  to  the  duee, 
eete  the  reeerve  or  npeet  price  at  which  the  government 
wiU  accept  bide;    and  (iii)  the  bid  bonue  which  the  opera- 
lor  offer e  over  and  above  the  reeerve  price, 
(b)  When  a  licence  or  an  agreement  ie  negotiated  the 

elttn^>agc  cnneiete  of  (i)  Crown  duee;    and  (ii)  the  bonue 
agreed  upon  by  the  operator  and  the  government. 

Stumpage  chargee  are  paid  after  the  timber  hae  been  cut 
and  ecaled  (meaeured)  by  government  ecalere.    &atee  are  baaed 
on  the  unit  of  meaeurement  aeeociated  with  the  product;    i.  e. 
pulpwood,  per  cord;    eawloge,  pmr  thoueand  board  feet;    rail« 


ii 


ill 
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way  a««,  per  tie;    poles.  p«r  pole.  «tc. 

Thl«  note  i«  baaed  Urgaly  oa  Part  1  aad  1$49  Sgpplament 
to  Part  1  of  Maaaal  of  TtoOxr  liamptwnent  puUiahcd  by  tbc 
Ontario  Department  of  Luanda  aad  Foreata,  aad  the  brief, 
Stampage  Apprataal  and  Timber  Management,  by  Prof.  D.  V. 
L«ve,  cited  above. 


W 
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Appendix  II 

Tkis  appMdijc  contaias  m  brief  Uieoretical  analysis  of 
the  affects  of  the  corporate  net  income  tax  upon  biiaiaess  enter 
prise. 

Effects  on  Demand  and  Ccmsumptioa 

Assimiing  given  supply  and  demand  schedules  for  a  par* 
ticular  commodity  and  assuming  that  the  tax  is  shifted  forward 
by  increasing  prlcaSt  a  shift  in  demand  to  the  left  along  the 
demand  schedule  DD  will  occur*     L.ess  goods  will  be  demanded 
at  the  higher  price.    (See  Figure  !)•     To  restore  equilibrium 
between  demand  and  supply^  production  at  the  higher  price 

must  be  reduced.     This  means  a 
shift  of  the  supply  curve  to  the 
left  -  from  SS  in  the  diagram  to 
S^S\    A  new  equiUbrium  £•  wiU 
be  reached  at  a  lower  output  and 
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Figure  1 
jy^  -  ^maiMjekA  schedule 
SS  -  initial  supply  schedule 
S^S^  «.  subsequent  supply  schedule 
E  -  initial  point  of  equilibrium 
E*  -  subsequent  point  of  equilibrium 


at  a  higher  price.     The  degree  of 
change  which  results  will  depend 
directly  on  the  elasticities  of  the 

supply  end  demand 
schedules*     These 
elasticiUes  set  the 
slopes  of  the  curves  in 
the  nei|^bourho<Ki  of 


tt 


I 


K  and  JE*  in  the  diagram. 
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A  very  iacUstic  schedule  ie  one  approaching  the  vertical  and  a 
very  elaatlc  schedule  is  one  approaching  the  horiaontal.     These 
statements  do  not  apply,  however,  to  eitiner  the  ui^^r  or  lower 
sections  of  the  demand  and  supply  schedules. 

One  may  hesitate  to  link  with  any  tan  the  effects  of  govern- 
ment expenditures  out  of  the  money  raised  from  taxes.     Yet 
taxes  and  in  particular  the  corporation  income  tax  make  such 
expenditures  possihle.     These  may  have  decided  effects  on  the 
demand  for  hoth  consumption  and  capital  goods*    They  nuty  cause 
the  demand  schedule  in  Figure  1  to  shift  to  the  right  (meaning  an 
increased  demand  at  any  given  price)  to  such  an  extent  that  prices 
will  increase  by  more  than  the  amount  of  the  tax.    FurtherBU>re, 
production  would  not  necessarily  be  reduced  following  the  price 
increase.     The  shift  in  demand  from  one  type  of  commodity  to 
another  as  result  of  tilie  shift  in  purchasing  power  from  the  indiv- 
idual or  corporation  to  the  governsaent,  will  be  difficult  to  foretell 
unless  Ihe  bulk  of  the  government's  expenditures  are  known  in 
advance.    It  is  possible  that  the  government  will  use  its  tax 
receipts  for  the  retirement  of  debt  rather  than  for  expenditures 
on  capital  or  consumer  goods. 


ftl 


If  the  company* s  shareiiolders  bear  all  or  part  of  the  in- 
come tax,  a  decided  degree  of  re-allocation  of  income  occurs. 
Insofar  as  the  sLu:  c^.oldsrs  are  wealthy  individuals  a  levelling 
of  the  country's  income  distribution  follows.    A  minor  outcome 


of  mich  incid<mc«  of  the  tax  could  be  a  reduction  in  consumption 
by  the  ehnreholdera.    This  results  from  the  theory  that  a  part 
of  the  individual's  dividend  income  lost  in  taxes  would  have  been 
spent  on  consnmer  goods. 
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Effects  on  Wages 

Insofar  ns  the  tax  may  be  shifted  bnckwarde,   wages  paid 
by  a  corporation  mlg[ht  be  reduced  or  held  at  a  given  level 
longer  ttiaa  would  be  expected,    A  shift  la  labour  away  from  Qie 
industry  may  follow  depending  upon  labour's  mobility  and  the 
elasticity  of  supply  of  labour.    Reduced  expenditure  on  certain 
goods  might  well  follow  a  reduction  in  wages. 


It  is  possible  that  heavy  corporation  taxes  might  encourage 
soa^e  coonpanies  to  pay  higher  wage  rates  and  thereby  reduce  the 
sine  of  their  taxable  income*    However,  this  would  mean  the 
companies  would  be  less  able  to  pay  as  mnch  to  labour  in  the 
aggregate.     la  effect  they  would  be  less  able  to  expand  their 
labour  force* 


£ffects  on  Savings 

Corporate  savings  or  iindistributed  profits.     Assuming  that  the 

tax  is  not  shifted  or  only  partially,  and  that  there  is  some  normal 


level  of  busini 


Lving,  it  seems  likely  that  in  order  to  pay  the 


tax  a  company  wiKild  reduce  its  savings  to  a  greater  extent  than 
it  would  its  dividend  payments.  The  firm  would  do  this  because 
it  believes  that  it  is  wise  to  keep  dividends  up  in  order  to  preserve 
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th€  company**  positiLon  in  tbc  capital  market.    However,  the  op- 
posite view  might  be  taken  if  a  firm  atili  feels  ahle  to  finance 
expansion  from  savings  or  temporary  borrowing. 

Continnoas  rising  prices  will  in  time  greatly  rednce  the 
value  of  depreciation  and  depletion  reserves  which  a  company 
has  built  up  in  the  past.     Insofar  as  the  corporate  income  taxes 
contribute  to  these  rising  prices,  so  do  they  contribute  to  the 
depreciation  in  value  of  tiiese  reserves. 

Individual  savings.      Because  prices  may  rise  as  a  result  of 
the  corporate  income  tax,  personal  savings  of  ttie  lower  income 
groups  are  likely  to  suffer.    An  individual's  consumption  habits 
are  less  flexible  than  his  savings  plans*    Price  increases  will 
be  met  to  some  degree  out  of  savings  and  this  mny  have  a 
secondary  effect  on  investment  plans  as  mentioned  below. 

The  force  of  ttds  point  has  been  tempered  in  recent  years 
with  the  rise  in  sysUmatic  saving  for  reUrement,  for  repay- 
ment of  mortgages,  snd  for  life  and  ht^alth  insurance.     In  turn 
mich  systematic  saving  schemes  wUl  tend  to  alter  the  pattern 
of  investment  of  savings. 

Insofar  as  an  individual's  dividend  income  may  be  lowered 
by  taxation,  his  savings  plan  may  be  altered.    Tkis  too  may  in- 
fluence future  i;ir^^tir^nt. 


i. 


i 
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Effects  on  Siae  of  Business 

The  federal  corporaiioa  income  tax  doe  a  operate  ia  favour 
of  the  firm  with  low  earaiaga  (aot  apecificatly  *  fbreat  induatry). 
Aaaamiaf  aet  taaable  iacomea  of  $1S,000  and  $100,  000  the  rea- 
pectire  taaces  aa  perceaUgea  of  theae  iacomea  would  be  25.  9 
per  cent  and  44.  3  par  cent  for  the  1951  taxation  years        However, 
there  are  counter -baiaaciag  factora.    It  ie  probable  that  large 
concema  derive  their  income  from  a  wider  range  of  aourcea 
than  do  amall  companies.     Thereby  the  large  conapany  may  more 
easily  balance  out  loaaee  in  certain  ventures  against  profits  in 
otherSs     Furthermore  large  companies  may  achieve  ecoaomies 


of  large-scale  business  operatioaa. 


Hffecta  on  Business  laveatment,  Incentives,  and  Financing. 

Assuaoing  that  the  aharehaldcrs  bear  all  or  a  large  part 
of  the  corporation  tax  burdea»   the  tan  reduces  the  return  on 
their  investment  by  reducing  the  amount  of  net  income  after  taxes. 
This  fact  may  diacourage  new  inveatment  in  the  industry  when  it 
is  sought.    Thereby  normal  growth  nuty  be  curtailed.     Similarly, 
iavestors  may  heaitate  to  aink  money  in  risky  ventures  -  ventures 
essential  to  keeping  our  economy  dynamic  and  expaading.     Thia 
view  doea  not  account  for  thoae  people  who  believe  the  opposite; 
that  hii^  tax  rates  prejudice  stable  i^duatriea.    It  is  probable 
that  the  v'^entureaome  inventor  will  continue  to  put  his  money  into 


1.  Using  tax  ratea  of  15  per  cent  on  &e  Iflrst  $10,  000  of  taxable 
income  and  47.  6  per  cent  on  the  remainder. 


nrr 
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rUky  enUrprises  until  tke  Ux  becomes  confiscatory.  Generous 
offsets  for  losses  may  reduce  the  above  discouraging  aspecU  of 
die 


Tet  another  effect  of  reduced  returns  on  equity  capital,  is 
the  incentive  for  new  investment  to  seek  tax  eirampt  altern^ttlv'^s 
such  as  bonds  or  mortgages.    The  effect  of  this  on  business  £ina.i- 
cing  is  apparent.    Debt  financing  would  be  favoured  at  the  expense 
of  equitf  capital.    Any  increase  in  bonded  indebtedness  meats 
added  rigidity  in  the  industrial  economy  and  more  likelihood  o£ 
bankruptcies  and  failures  in  depression  periods. 

As  the  marginal  eiOcitmcy  of  capital  is  reduced  by  the  tan, 
it  approaches  individual  and  corporate  marginal  rates  of  liquidity 
preference.     People  and  business  prefer  more  and  more  to  re« 
tain  their  moxtey  in  cash  or  savings  rather  than  invest  it.    An- 
other variation  in  for  the  individual  to  prefer  to  spend  his  money 
on  durable  consumption  goods  rather  than  invest  it,  and  finally 
to  spend  it  on  non-durt^es.    Less  drastic  would  be  a  movement 
of  capital  into  investments  more  readily  convertible  into  cash. 


I 


This  consideration  of  new  investment  has  made  no  refer- 
ence to  the  relationship  between  savings  and  investment.    New 
money  placed  in  industry  must  come  from  savings,  from  bank 
credit,  or  (less  comjnonly)  it  is  created  by  the  government  with- 
out borrowing  operations  (fiat  money).    If  taxes  reduce  savings 
or  the  rate  of  savings,  they  will  tend  to  have  a  similar  linked 
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•i^ect  on  laves tmcni. 


In  maaui,   Uiesc  points  indicate  a  loss  in  the  incentive  to 
invest  if  corporation  income  tax  rates  are  loo  high  or  if  the 
taxes  cannot  be  diifted.    Not  only  this  but  it  means  an  un£av«» 
ourable  change  in  business  expectations. 


The  value  of  loss  offsets  in  fniniiniaing  unfavourable  tax 
consequences  has  been  pointed  out  above*    Any  reduction  oi 
the  risk  in  investment  will  have  a  similar  value.    For  example^ 
a  rapid  write-down  of  capital  expenditures  will  reduce  a  firm^s 
risk  in  recovering  such  inventmemts.    Business  will  undertake 
new  expansion  more  readily.     F.   Rothschild  ((77)  pp.  2»-26) 
probably  was  correct  in  concludimg  that  the  fear  of  possible  loss 
is  often  more  important  in  basiaess  decisions  involving  large 
uncertainties  than  is  the  hope  of  profit.    And  further^  a  reduc- 
tion in  risk  is  more  important  as  an  inducement  to  invest  than 
is  a  proportionate  increase  ia  profit!. 


Effects  on  Business  Production  and  Prices 

Backward  shi^^Ui^g  of  the  corporate  incon&e  tax  onto  the 
factors  of  production  has  been  noted.     Through  the  effects  of 
this  shifting  on  alterations  in  input,  industrial  patterns  may 
change.    Cheaper  substituU  raw  materials  may  be  used  or  new 
ones  discovered.    Furthermore,   employment  may  fall  as  a 
result  of  changes  in  production  methods.     This  in  turn  may 
alter  consumption  habits.    And  so  on.     It  is  possible  that  new 


m*iio 


and  mor«  econonaical  production  proce^sen  would  result  from 
A  need  lo  reduce  costs.     These  may  obviate  price  increases  or 
stinrmlate  new  businesses* 

SMners  ((•!)  p.  224)  bas  pointed  out  tibat  curtailment  of 
capacity  in  industry  through  lack  of  investment  wiU  affect  pro- 
duction costs  in  several  ways.     These  depend  on  economic 
factors. 

^The  reduced  cnpacitjr  may  mean  higher^  lower  or 

constant  costs  depending  on  whether  long-run  decreasing, 

increasing,   or  constant  costs  prevail**. 
Under  competitive  conditions  prices  will  change  correspondingly 
to  costs.    If  reduced  capacity  meant  a  reduction  in  competition, 
prices  would  probably  rise. 


Upward  changes  in  tax  rates  will  generally  cause  business 
men  to  review  their  pricing  policies*     Such  study  may  indicate 
that  prices  can  be  and  could  have  been  increased  without  fear 
of  a  loss  of  markets. 


Effects  on  Capital  and  Business  L.ocation 

Assuming  that  the  corporate  income  tax  is  harder  to  shift 
in  some  industries  than  in  others,  (e.g.   export  industries  and 
highly  competitive  ones),  capital  may  be  withdrawn  from  one  in- 
dustry and  invested  in  another  which  can  more  successfully 
shift  the  tax.     If  tax  rates  are  not  uniform,   capital  will  tend  to 
move  to  areas  where  lower  taxes  prevail.     Such  inequalities  in 
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tax  rates  may  prejudice  aew  industries  against  entering  certain 
areas  unless  other  inducements  outweigh  the  tnx  differential. 
The  mohility  of  capital  is  difficult  to  assess  but  it  is  an  important 
factor  when  one  tries  to  predict  the  consequences  of  certain 
taxatiMi  policies. 


Effects  of  the  Tax  and  Business  Conditions 


If  the  tax  results  in  a  decrease  in  savings  and  investment, 
it  is  deflationary  to  the  extent  diat  there  is  no  offsetting  in  con- 
sumption,  either  social  or  individual.    When  production  is  cur- 
tailed  in  order  to  maintain  higher  prices,   the  process  may  lead 
to  a  deflationary  spiral.     This  is  particularly  so,  if  the  effect 
should  coincide  with  a  general  trend  towards  a  husiness  reces- 
sion.   However,  Goode  (37)  ccmcludes  that  whan  all  varUUons 
in  aggregaU  demand  and  all  the  indirect  effects  of  the  tax  and 
government  expenditures  are  considered,   the  corporation  income 
tax  is  on  balance,  stimulating  to  aggregate  income.    In  other 
than  infUtionary  conditions,  this  expansionary  effect  of  the  tax 
is  good.    However,  such  an  analysis  must  take  Into  account  so 
many  variables  and  subjective  estimates  that  no  precise  con- 
clusions can  be  reached. 

This  analysis  of  the  effects  of  corporate  net   Lacome  taxes 


upon  business  enterprUe,  has  been  concerned  Urgely  with  cor- 
porations selling  in  internal  and  highly  competitive  markets. 
The  conclusions  reached  may  be  modified  considerably  if  the 


• 


1)1 
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•ffecift  of  these  taxes  are  studied  for  the  firms  ^lAiich  sell  ia 
export  markets  or  under  monopoly  or  monopolistic  conditions* 
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AppiidtK  m 


Aft  part  of  th«  backgrouiid  for  Udo  tudy.  tho  autlM>r  uadex* 
look  to  sample  the  opiaioas  of  mca  withia  the  forcet  iaduotrieo, 
Um  federal  mad  Oatario  foverameats,  ead  die  uaivereitiee  coa* 
ceraiag  their  views  oa  taxatioa  and  itt  relatioaehip  to  forest 
maaagemeat,    Aa  effort  was  made  to  fiad  out  idiat  problems  ea« 
isted  ia  this  Eeld  of  forest  taxatioa  aad  how  these  problems  had 
affected  both  compaay  aad  goverament  forest  policy.     It  was 
aecessary  thea  to  reach  mea  who  could  aad  were  prepared  to 
speak  oa  such  matters* 


Diacttssioa  were  held  with  mea  ia  the  federal  aad  Oatario 
goveraments  (both  forest  aad  tax  aathorities),  with  executives 
of  most  of  the  large  pulp  aad  paper  compaaies»  with  mea  ia 
trade  asoociatioas.  aad  with  forestry  and  economics  professors 
at  the  Uaiversity  of  Toroato.     To  supplemeat  these  discussioas, 
the  author  held  coaversations  with  mea  ia  similar  positioas  ia 
Quebec  and  New  Bruaswick. 


PoUiag  the  opiaioas  of  executives  of  the  lumber  iadustry 
proved  more  difficult  owiag  to  the  wide  dispersion  of  the  ia* 
dustry  throughout  the  Proviace.    To  accomplish  this,   a  list  of 
over  60  of  the  large  sawmill  operators  who  either  owaed  or 
leased  their  owa  limits  was  compiled  from  the  Domiaion  Bureau 
of  Statistics  publicatioa,  I^ist  of  Canadian  Sawmills,  Canada 
(14).     To  the  heads  of  these  compaaies,   the  author  seat  a  ques- 
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Uonnaire  cm  taxation  accompanied  by  a  covering  letter  and  a 
stamped  self  ^addressed  return  envelope.     The  queations  asked 
in  this  questiimnaire  were  similar  to  those  asked  of  executives 
in  the  pulp  and  paper  industries.    As  some  questions  dealt  with 
private  matters  of  the  companieSt  all  data  have  been  treated  as 
confidential  and  will  not  be  published.     Returns  were  received 
from  over  a  Ckird  of  the  companies  polled.    Generally  the  in« 
formation  given  was  quite  full  and  usetui  U>  this  study. 


The  following  are  the  questions  that  were  asked  in  the 
questionnaire: 

1.  Is  your  company  operating  a  plan  for  the  management  of 
its  holdings  of  forest  land  for  a  continuous  yield  of  forest 
products  T 
2«  What  in  your  experience  are  the  chief  hindrances  to  the 
successful  establishment  of  your  management  plans? 

3,  If  taxation  is  one  factor  in  your  answer  to  question  (2)» 
why  is  it? 

4,  What  taxes  does  your  company  pay?    Please  check  and 
list  other  taxes, 

a.  Federal  income  tax? 

b.  Provincial  income  tax  (general)? 

c.  Provincial  tax  on  income     from  logging  operations? 

d.  Other  provincial  corporation  taxes? 

e.  Provincial  Iknd  taxes? 

f.  Municipal  land  taxes? 

g.  Federal  sales  taxes? 
h.  Other  taxes? 
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S.  Has  your  coxnpmacf  objection  to  any  aspect  of  the  taxes 
it  must  pay?    Please  check  and  name  tax. 


a*  Method  o£  collection? 

b.  Tax  base  ? 

c.  Rate  of  tax? 

d.  Method  of  assessment? 


e.    Tax  regulations  such  as 
depreciation  or  depletion 
allowances? 

£•    Other  reasons? 


6.  In  your  opinion  are  the  regulations  coaceraing  depletion 
and  depreciation  allowances  for  federal  income  tax  pur- 
poses reasonable?    If  not.  why? 

7.  Does  your  company  consider  its  aunual  assessment  for 
income  taxes  as  a  cost  of  doing  business  to  be  recovered 
in  the  price  of  your  products? 

••  Can  you  estimate  what  ratio  your  company* s  annual  tax 
bill  (for  all  taxes)  bears  to  total  operating  costs?    To 
gross  receipts? 

9*  Do  you  feel  there  is  any  uncertain  aspect  in  the  present 
tax  system?    If  so»  where? 

10.  Have  you  experienced  any  problem  where  tenure  of  your 
forest  lands  bears  upon  your  taxes?    For  example,  have 
you  been  taxed  on  any  capital  gain  arising  from  your 
holdings  of  timber  land? 

11.  Have  you  any  suggestioas  for  altering  any  part  of  our 
tax  systen^  «*  federal,  provincial,  or  municipal  -  which 
in  your  opinion  might  improve  forest  management  in 
tMs  province? 

12.  If  you  agree  that  the  provincial  government  should  share 
in  the  expenses  of  management  of  the  forests,  how  would 
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yea  aiigf««t  tkat  it  tbcKild  do  ^o? 

13.  If  tcimre  of  forest  land  is  of  importaaco  in  your  answer 
to  question  (2)  why  is  it  so? 

14.  What  proportion  of  your  forest  holdings  do  you  hold  in 
fee  sLo^let 

15.  Do  you  feel  any  insecurity  of  tenure  of  Crown  lands? 
14«  Are  there  any  odaer  remarks  that  you  would  care  to 

nake  eonceraint  either  taaeation  or  tenure  of  forest 
lands? 


II 


Chapter  IV 


FOREST  TAXATION  IN  OTHER  COUNTRIES 
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The  purpose  of  reviewing  foreet  taicatioa  ia  certaiA  other 
coaatriee  is  two«fold.    First,  it  is  to  be  generally  informative 
and  second,  it  is  to  look  for  ideas  and  methods  which  might 
imiprove  the  tan  systems  of  this  country  and  the  Province  of 
Ontario. 


It  must  be  emphasined  ihmt  few  if  any  countries  have  the 


constitutional  framework  that  Canads  poi 


IS.    Certainly  the 


countries  reviewed  below  are  quite  different.     Tet  they  all  do 
have  some  democratic  form  of  government.    In  many  the  govern- 


mentnl 


might  be  likened  to  that  of  this  Province.     Ex- 


cept for  ttie  indirect  taxes  levied  by  these  countries,  Ontario 
could  impose  all  the  others  without  any  amendment  to  the  B.  N.  A« 


Act. 


This  review  does  not  investigate  all  taxes  tiiat  might  affect 
the  forests  or  forest  industries  in  the  countries  studied.  Gener- 
ally, it  deals  only  with  taxation  classed  as  forest  taxation.  This 
applies  to  owners  or  operators  of  timber  lands. 


Sweden 


■m 


Individuals  or  companies,  including  co-operatives,  own 
between  75  and  80  per  cent  of  Sweden's  forest  land.    Individuals 
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with  small  holdings  make  up  over  iwo-thirda  of  these  mraere; 
compaaiee  a  Utile  leas  than  one-third;    the  remainder  are 
iaatitetioaa  or  iadiridnala  with  large  eetatea.    The  state  forests 
amount  to  about  19  per  cent  of  the  country's  forests  and  com- 
muaal  forests*  3.  5  pmr  cent. 

Forest  taxes  reviewed  here  include:    the  Local  Real  EsUte 
Tax;    the  U>cal  hicome  Tax;    the  National  Income  Tax;    the  Na- 
tional Tax  on  Property  and  Capital;    and  the  Silvicultural  Charge. 

State-financed  industries  in  Sweden  operate  as  do  other 
Joint- stock  companies.    They  pay  local  real  estate  and  income 
taxes  and  the  national  income  tax.    State  forests  pay  the  two  local 
taxes  but  not  the  state  income  tax. 


The  L.ocal  Real  Estate  Tax 

The  Swedish  government  has  based  this  local  tax  on  the 
assessed  capital  value  of  forest  land  and  the  timber  on  it.    How- 
evcr»   from  the  following  outline  of  the  computation  of  the  tax 
base*   it  is  apparent  that  in  fact  the  tax  is  a  sort  of  income  tax 
with  returns  which  are  almost  guaranteed;    that  is  it  is  a  tax 
with  an  income  base  which  does  not  fluctuate. 


»l 


M 


The  General  Real  Estate  Assessment  takes  place  every 
five  years.    Forest  land  is  valued  separately  according  to  its 
normal  timber  productive  capacity  (site  quality).    Assessment 
of  the  timber  is  at  its  current  value  according  to  the  actual 
conditions  of  the  stand.    Assessors  determine  the  total  capital 
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value  by  calculatiag  the  value  of  the  annual  eu  stained  yield  and 
capitalislaf  it  at  4  per  cent.     The  procedure  le  as  follows: 

(a)  Compute  the  area  of  forest  land  in  hectares. 

(b)  Determine  the  normal  annual  timber  yield  (equivalent  to 
normal  ammal  increment)  in  cuhic  metres  per  hectare. 

(c)  Determine  an  average  site  quality  class  for  the  whole  area 
from  data  in  the  normal  annual  yield  tables  provided  by  the 
Ibrest  Service.    In  effect,  this  siU  quality  cUss  is  a  weighUd 


average  of  all  the  site  quality  cli 


actually  present, 


(d)  Calculate  ^e  net  stumpage  value  per  cubic  metre  for  the 
average  yield  of  the  forest.    This  stumpage  is  an  average 
based  upon  a  normal  composition.     That  is,  the  assessors 
calculate  stunapage  as  if  every  year*s  cutting  contained  a 
normal  combination  of  fuel  wood.  sawlogSt  pulp  wood,   etc. 
Relevant  average  prices  are  used  for  the  different  counties. 
These  make  allowance  for  the  distance  of  the  forest  from  the 
marketing  points.    From  these  prices,  average  cosU  of 
operation  are  deducted  to  provide  a  net  stumpage  value. 

(e)  Compute  the  total  value  of  the  annual  yield  by  multiplying 

the  area  by  the  normal  increment  corresponding  to  the 

average  siU  quality  cUss  and  by  tiie  net  stumpage  value. 
« 

(f)  Reduce  this  total  stumpage  value  by  SO  per  cent  to  allow  for 

general  administration  and  management  costs. 

(g)  Capitalise  the  value  obtained  in  (f)  at  a  raU  of  4  per  cent. 
This  is  equivalent  to  multiplying  it  by  2§.    In  actuality  the 


I 
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mmBemmoTB  multiply  the  valu«  in  (f)  Vy  4  \/Z  and  20  l/2. 
Cmll  thtae  n«w  rmlues  (p)  and  (q)  respectively*     The  value 
(p)  represents  the  capiUl  value  assigned  to  the  forest  land. 
The  value  (q)  represents  the  capital  vmluj^  assigned  to  the 
timher.     This  value  is  now  adjusted  by  multiplyiag  it  hy 
a  factor  termed  the  '^relative  growing  stock*\     This  factor 
makes  allowance  for  deviation  of  actual  tizxiber  stocking 
from  the  norcoal  stocking  used  in  (b)  and  (c),  and  for  de« 
viation  of  actual  age  distrihutiim  for  the  rotation  period. 
The  factor  expresses  the  actual  stocking  as  a  decimal  of 
norroMl  stocking:    its  range  is  restricted  to  between  0.  5 
and  1.  4.     Thus  a  new  value  (q*)  is  obtained  for  (q). 
(h)  Conxpute  the  local  real  estate  tax  base  determining  a 
theoretical  annual  income  of  5  per  cent  yielded  by  each 
capital  value  (p)  and  (q*).    The  communes  levy  the  tax  as 
a  percentage  of  this  total  theoretical  income. 


There  is  a  further  reduction  possible  for  the  value  (q). 
It  amounts  to  10  per  cent  and  is  allowed  for  the  quality  of  the 
stand  being  below  normial  for  the  sawtixnber  class. 

It  is  important  to  note  that  the  value  of  the  land  is  deter- 
mined   solely  by  the  volume  of  timber  it  is  capable  of  producing 
under  normal  forest  managenaent.    Based  on  the  results  of  the 
national  forest  survey*   the  Swedish  Forest  Service  has  computed 
normal  yields  and  noraial  stands  for  the  different  areas  of  the 


I 
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coontry.     The  Service  adso  provides  the  clatsificsttion  of.  the  normal 
yield  into  categories  of  products.     These  sre  accepted  in  the  com- 
nmnes  only  after  study  by  coinpetent  t».r  muthoritf.es.    Well  in  ad- 
vance of  the  Ceaeral  Assessment,  the  government  publishes  the 
prices  and  costa  for  each  county  which  are  to  be  uaed  by  the  local 
asscasnaeat  officials.    Thus  there  is  no  s«crecy  concerned  with 
any  assessnaeni. 

This  local  real  estate  tax  does  not  recogniaa  any  ability  on 
the  part  of  the  taxpayer  to  pay  the  tax  in  iorma  of  his  actual  In- 
come at  timo  of  payment.    It  nwat  bo  paid  whother  he  cuts  his 
timber  or  not.     Fttrtharmore,  it  should  bo  poixtod  out   that  the 
use  of  the  relative  growing  stock  factor  prejacticea  the  holding  of 
mature  stands  of  timber  ^irtdch  are  overstocked.    The  oae  of  any 


factory  greater  than  1.0  means  the  owner  pays  a  tax  on  the  excess 
growing  stock  each  year  untU  it  is  cut.    Yet  despite  these  faUings 
the  tax  does  go  to  great  lengths  to  aaaess  the  foreat  owner  accord- 
ing to  the  ability  of  his  property  to  yield  income  if  it  is  managed 
reasonably  well. 


The  Local  Income  Tax 

This  is  a  proportional  tax  levied  on  all  income  actually  re- 
ceived by  the  taxpayer  witJiin  the  taxing  commune  and  in  excess  of 
the  conventional  income  used  in  computing  the  local  real  esUte 
tax.   Therefore  this  theoretical  income  is  not  taxeU  twic*8.     Per- 
sonal and  family  deductions  are  aUowed  hs  well  as  reasonable 
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comiB  and  «xpciiMs. 


With  forest  operations  the  aim  is  to  tax  only  the  value 
of  the  forestU  anmal  iacremeat.     Therefore  if  this  increment 
is  cut  and  sold,  tsx  is  paid  upon  the  lAcome  received.     But  if 
cutting  should  cause  depletion  of  the  volume  of  the  inital  timber 
•taad  when  it  was  acquired  by  the  owiter,    then  a  depletion  allow- 
aace  may  be  claimed.     The  owner  deducU  Oils  from  the  returns 
received  for  the  forest  products  he  has  cut.    This  arrangement 
is  followed  whether  the  owner  cuts  his  own  timber  or  sells  cut- 
ting rights  to  it.     Depletion  allowmncen  may  be  carried  forward 
and  accumulated  if  so  desired  and  may  be  claimed  when  the 
taxpayer  feels  it  is  most  suitable.    If  the  land  and  timber  are 
both  sold,  an  allowance  for  the  initial  capiUl  invested  in  the 
forest  may  be  claimed  against  the  revenue  from  ttie  sale. 

If  a  depletion  allowance  exceeds  the  value  of  income  re* 
ccived,   the  loss  may  be  apportioned  to  the  operator's  other  in* 
come  providing  the  taxpayer  uses  the  *^staiid  comparison** 
method  of  computation. 


Depletion  allowances  on  account  of  forest  capital  am  sig- 
nificant only  where  a  known  investment  has  been  made  in  a 
stand  of  timber  or  a  known  volume  or  value  can  be  given  a 
stand  at  the  time  of  its  acquisition.    These  allowaaces  jaaiay  be 
computed  by  any  one  of  three  different  methods  and  a  taxpayer 
need  iM>t  use  ttie  same  method  eack  time  he  dain^s  an  allowance. 
The  application  of  these  different  methods  varies  depending 
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upon  the  nature  of  Uie  transaction^  aa  fellows: 

(a)  Allowance  for  depletion  during  ownership  of  the  forest, 
(i)     Stand  comparison  method. 

Br  this  method  the  taxpaTrsr  reckons  his  allowance 
with  reference  to  changes  in  ttie  irolume  of  the  stand- 
ing  timher  from  ndbat  it  was  when  the  stand  was  ac- 
quired, hut  with  no  reference  to  changes  in  its  com- 
position or  value.    The  allowance  granted  is  equal  to 
the  cost  value  of  the  reductimi  in  volume  of  the  initial 
forest  capital.     When  such  a  deduction  is  allowed  the 
new  hasis  for  future  allowances  is  tbe  initial  volume 
and  value  minus  any  depletion  previously  allwwed  foT. 
(ii)    Value  compariscftn  method. 

By  this  method  the  taatpayer  bases  his  allowance  on 
changes  in  the  value  of  his  stand.    If  the  present  value 
of  the  stand  of  timber  remaining  after  cutting  opera - 
tions«  is  less  than  the  initial  value  of  the  stand  at  its 
ac^piisition  the  owner  may  claim  a  depletion  allowance 
equal  to  titie  difference  in  values.    As  this  method  com- 
pares the  present  value  with  the  past  initial  value  of 
a  stand,  capital  gains  appear  as  income  and  are  taxed. 
An  allowance  may  be  claimed  by  this  method  for  dam- 
age to  a  forest  resulting  from  attack  by  are,   insects, 
or  disease, 
(b)  Allowance  for  depletion  on  the  sale  of  forest  proper tf. 


Y^K 
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(i)     Stand  comparison  naolhod. 

If  tiio  taxpayer  uaea  this  mathod,  the  allowance 
which  may  be  daducted  from  the  aelling  price  of  the 
•land  is  that  portion  of  the  aelling  price  which  may 
fairly  perta%  to  the  initial  rolume  of  the  stand  of 
timber  at  ita  acqaiaition.    Therefore  hie  deduction 
ia  the  present  valae  of  the  initial  stand.    Any  capital 
f  ahft  which  may  have  accrued  to  this  initial  volume  of 
timber  remains  free  of  income  tax.    The  tax  falls 
only  on  the  portion  of  the  eelling  price  pertaining  to 
the  forest  increment. 

(ii)    Value  comparison  method. 

If  the  taxpayer  follows  this  method,  his  depletion 
allowance  ia  ecmal  to  the  initial  coat  value  of  hie 
timber  stand.    Any  appreciation  in  value  is  taxed  aa 
income  along  with  the  value  of  the  forest  increment 
(if  the  forest  has  been  retained  by  the  owner  for  more 
than  10  years). 

(iii)  The  Schablon  method. 

With  ttiis  method  a  taxpayer  obtains  only  a  conven- 
tional allowance  equivalent  to  the  assessed  value  of 
the  annual  yield  of  the  particular  forest  for  four  normal 
years.     This  is  ttie  value  found  in  the  assessment  for 
the  local  real  catate  tax.    The  Schablon  method  was 
devised  for  use  with  foresU  establiahed  on  previously 
clear  land. 


I 
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When  timber  Uad  i«  sold  within  10  year*  •£  {Ntrchaac  the 
goveramcmt  tnes  the  whole  of  aay  appreciation  in  value  as  a 
capital  gain  and  net  as  income  from  an  accumulation  of  the  an- 
nual  increment.     This  practice  of  taxing  capital  gain  is  to  dis- 
courage speculation  in  foreat  land. 

The  net  tajcahle  income  cmnputed  tor  the  local  income  tax 

« 

is  •imilar  to  that  for  tho  natioaal  income  tu  and  the  mmxne  dcc- 
ImraUoa  of  income  Mrvcs  for  both  taxed*     Hower«r»  for  local 
pttrpoa#a»  receipts  and  enpenditnres  for  each  commune  are 
shown  separately. 

The  National  Income  Tax. 

£xcept  for  certain  differences  for  personal  and  family 
deductions,   the  tuahle  income  for  this  tax  is  computed  similarly 
to  that  for  the  local  tax.     It  c:overs  income  from  all  communes. 
The  forest  owner  may  deduct  the  local  income  tax  from  income. 
This  state  income  tax  has  progressive  rates. 


i 


Where  a  ccnnpany  owning  forest  land  also  owns  the  Indus* 
trial  estahlishments  for  the  conversion  and  sale  of  wood  products, 
the  firm  must  treat  the  income  from  the  woods  operations  separ- 
ately from  income  derived  fronn  its  other  actiWties.     That  is, 
it  files  separate  income  tax  returns.     The  state  income  tax  on 
Joint-stock  companies  is  a  proportional  tax.    Douhle  taxation  of 
corporate  ijacome  occurs  for  dividends  are  suhject  to  the  same 
tax  in  the  hands  of  the  shareholders.    While  depreciation  and 


ft 
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d«pl€tioii  claims  receive  generous  treatmeni  as  to  rates  and 
deferment,  company  losses  must  be  home  la  the  year  Incurred 
and  may  not  be  carried  forward. 


The  National  Tax  on  Property  and  Capital. 

This  is  a  percentage  tax  on  the  value  of  all  capiUl  and 
property  in  excess  of  $6, 000.     The  method  of  assessment  is  to 
take  1  per  cent  of  the  total  vTaiuc  of  capital  and  property  (less 
any  debts)  and  treat  it  as  an  income.     This  is  tlien  taxed  at 
progressive  rates  independently  from  the  other  income  taxes. 
Joint«stock  companies  do  not  pay  this  tax  as  the  shareholders 
pay  it  on  the  value  of  their  shares. 

The  Silvicultural  Cha:^ge. 

This  levy  is  a  yield  tax  whose  revenues  are  used  by  the 
Department  of  Private  Forestry  to  promote  this  field  of  forestry. 
It  is  a  percentage  tax  on  the  znarkct  pricr  paid  for  wood  products 
cut  or  sold  on  the  stump.     The  stuacipage  prices  used  to  compute 
the  tax  are  averages  of  the  district  stam.page  prices  over  the 
past  four  years  as  used  in  the  communal  tax  rates.     The  actual 


prices  are  not  used. 


IV-126 


^ 


4r  e  e  #  o  s 


The  Swedish  forest  tax  legislation  attempts  to  treat  people 
deriving  their  incomes  from  the  forest,  fairly  and  with  due  rec* 
ognitLon  of  the  basic  features  of  the  forest  resource.     There  is 
some  criticism  that  the  taxes  are  inequitable  ^iiAiere  forest  income 
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ift  IrreguUr  m  it  nmtt  be  from  small  holding..    Special  criticiam 
falU  on  the  state  capital  and  property  tax  which  does  not  take  ac- 
count  of  the  taxpayer's  ability  to  pay  his  tax.     However  the  system 
does  try  to  treat  the  forest  owners  equiUbly  while  recognixing  the 
governnient*s  needs  for  a  steady  flow  of  revenue.     In  doing  this  the 
tax  system  appears  to  become  too  complex.     Yet  the  degree  to 
which  forestry  had  advanced  in  Sweden  along  with  the  detailed 
forest  d^ta  available  make  application  of  the  forest  taxes  much 
simpler  than  would  mmmm  possible. 

In  addition,  the  following  grants  in  aid  available  to  forest 
owners  alleviate  somewhat  the  burden  of  taxation. 

1.  Grants  up  to  50  per  cent  of  total  expenditures  on  drainage  of 
forest  land. 

2.  Grants  up  to  50  per  cent  and  even  75  per  cent  of  the  costs 
of  clearing  and  preparing  land  for  afforestation. 

3.  Grants  between  40  and  75  per  cent  of  the  costs  of  construction 
of  new  roads.     For  main  roads  the  grant  is  always  50  per 
cent  or  xnore. 

4.  Technical  advice  and  assistance  free  or  at  very  low  cost. 


#1 


Norway 


Privately  owned  forests  comprise  about  80  per  cent  of 
Norway's  forested  lands.     State  forests  account  for  another  10 
per  cent  and  other  bodies  hold  the  remainder.     Corporations  own 
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Jtt«t  OY«r  8  per  cent  of  the  private  foreeU.    Almost  a  third  of 
foreet  holdinge  are  leas  than  250  acres  in  siae;    another  third 
are  between  250  and  21i00  acres;    and  the  remainder  are  over 
2500  acres  in  extent.     In  general  the  sUte  forests  are  in  the  more 
poorly  forested  areas. 

This  outline  covers  the  following  Norwegian  taxes:    the 
National  Income  Tax;    the  Local  Income  Tax;    the  Afforestation 
Tax;    the  l-and  Tax;    the  Sales  Tax;    the  Forest  Improvements 
Tax;    and  the  Transfer  Tax. 


State  forest f  pay  the  local  income  tax  on  actual  income  rather 
than  on  a  conventional  basis. 


The  National  Income  Tax  and  The  Local  Income  Tax. 

These  income  taxes  are  paid  on  a  conventional  income  which 
is  assessed  each  year.     The  annual  forest  increment  valued  at 
noraoal  current  prices  forms  the  tax  base.     In  making  each  asses- 
sment the  forest  area  is  considered  as  if  it  were  under  efficient 
management  for  a  sustained  yield. 


Each  comsQune  handles  the 


iments  of  land  within  its 


bounds.     A  National  Assessment  Board  supervises  their  work. 


In  order  for  tibe  authorities  to  make  an 


sment  of  con* 


ventional  taxable  income  each  owner  must  declare  what  is  the 
capital  value  of  his  lands.    A  close  approximation  to  the  actual 
forest  income  serves  as  the  basis  from  which  this  capital  value 
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i.  c«mp«t«I.     nd.  appr«U».u  l«com.  i.  th«  «.t  val«.  of  the 
««M.  for..!  i««r.««,t  calculated  by  nmltipiyU,  the  «u«.i 
.«.tai.«i  i«:,.„«a  by  tb.  local  current  price  per  cubic  metre 
«d  the.  deductlag  co.t.  of  admlalatratlo.  aad  operatic..     While 
co.t.  of  operaU-  are  ba«d  o.  the  operator.,  record.,  he  take. 
a.  hi.  deductio.  for  admim.tratio.  coat.  6  per  ceat  of  the  g ro.. 
viae  of  the  i«:r«n.at.     Tho  .et  i«:om.  .0  derived  1.  capltallaed 
•t  4  per  c«it  iat.r..t  to  giro  the  capital  value  of  the  fore.t.    The 
taxpayer  may  deduct  from  hi.  capital  value  aay  debt  oa  the  prop- 
•rty  a.  well  a.  certaia  peraoaal  a»l  family  allowance..    Further 
a<Uu.tm«it.  are  mad.  for  any  «,rpl«.  or  deficit  of  mature  timber 
ia  the  .ta»l  and  for  return,  from  hunting  and  flrfdng  privUeg... 
The  tax  authoritie.  .et  the  conventional  income  at  a  percentage 
(preaenUy  4  per  cent)  of  the  capital  value  finally  reached.    From 
thi.  conventional  income  a  taxpayer  may  take  off  aU  intere.t  paid 
OB  debt..    The  rate  Mt  for  computing  taxable  income  may  by  Uw 
vary  between  2  and  7  per  cent. 

A..c..ing  officer,  check  a  property' •  capitel  value  each 
year  according  to  current  price,  and  working  co.t.  for  the  di.. 
trict.     That  each  fore.t  i.  a.M..cd  individually  for  yield,  whole- 
.ale  unU  price*,  and  co.t.  mu.t  be  emphaaised.    To  be  allowed 
a*  deduction.  frMn  income,  expenditure,  mu.t  not  have  increaaed 
the  capital  value  of  the  fore.t  but  wrved  only  to  maintain  it.  pro- 
ductive capacity. 
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Ik.  local  tocome  t«  i.  proportton.1  (a  aiagl.  p.rc«,U,«) 
but  &•  .taU  «u  i,  protr«..lv..     The  comxwu«l  U.  may  aot  be 
d«d«ctcd  from  the  taxable  iacome  for  the  state  tax. 

Oa  sale,  of  timber  la»l  of  over  2. 000  hecUrea  Norwegian 
tax  official,  view  a»r  appreciatioa  la  value  a.  capital  gaia.    It 
i.  iacl^led  with  iacome  for  tmc  purpo.ea.    A  foreat  owaer  may 
claim  an  allowaxc.  agaiaat  this  tax  for  the  value  of  (he  fore.t 
iaeremcat  which  has  aot  beea  cut. 

Corporatioa.  treat  the  iacome  received  from  forest  opera, 
tioaa  separately  from  iacome  and  iadustrial  activities.    Taxable 
iaeoaae  from  the  latter  is  aa  average  of  the  actual  aet  iacome 
received  ia  the  past  tturee  years. 

Th«  Afforestation  Tax. 

This  is  a  yield  tax  of  2  per  ceat  oa  aay  sale  of  wood  products 
from  the  forest.    The  taxpayer  deposits  the  money  ia  the  stete 
baak  where  it  is  kept  ia  aa  accouat  uader  his  own  aame.    After 
iacurriag  aay  ei^cases  for  replaatiag  he  may  receive  paymeat 
for  these  from  the  funds  he  has  paid  to  the  baak.    Ia  additioa  he  may 
apply  for  a  stete  grant  equivalent  to  40  per  ceat  of  such  coste.    The 
tax  is  largely  a  device  to  easure  that  a  forest  owner  speads  a  mini- 
mum  amount  on  the  maaagemeat  of  his  forests. 

The  Land  Tax. 

This  is  a  very  moderate,  progressive  tax  oif  little  significaace. 
Presumably  it  is  based  on  some  assessmaat  of  capital  value.    Few 
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dcUUs  coBcerBls^f  It  ar«  available. 
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The  Sales  Tax . 

Coaauinera  U  Norway  pay  this  perceata^  tax  on  all  timber 
(other  ihaa  raw  materiaU)  and  paper  used  in  the  country. 

The  Forest  baproTemeat  Tax. 

This  is  aa  export  tax  paid  by  pulp  mills,  sufficient  to  yield 
a  sum  equiiraleat  to  4  kroner  for  erery  cnbic  m^tre  of  wood  cut 
in  the  whole  country.    Half  ttkm  money  from  the  tsx  goes  into  a 
fund  that  is  used  to  assist  forest  owners  to  carry  qb  capital  im- 
provements.   Any  owner  may  request  a  grant  from  the  fund  up 
to  S  kroner  per  cubic  metre  cut  in  the  year  in  which  he  under- 
takes the  improvement. 

The  Transfer  Tax. 

This  tax  amounts  to  1  per  cent  of  the  value  of  the  real  es- 
tate changing  hands  and  is  paid  at  the  Ume  of  the  transfer. 

0  o  e  e  0  e 
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As  with  the  Swedish  local  real  esUte  tax«   one  might  criti- 
ciae  Norwegian  income  taxes  as  not  respecting  the  forest  owner's 
ability  to  pay  the  tax.    Rather  Ihey  are  based  on  the  abiUty  of  his 
land  to  yield  an  incomie.    In  this  regard  they  are  not  as  fair  taxes 
as  those  on  actual  income  received.     Tet  they  may  well  be  a  good 
compromise.     The  taxes  appear  to  meet  with  general  approval 
from  forest  owners  although  there  is  some  local  agitation  to  have 
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Finland 

Finland  is  an  antanaivaly  wooded  country.    Ovar  70  per 
cent  of  ita  land  area  aupporta  forest  cover.    SUte  forest,  com- 
pHse  34  per  cent  of  the  countryts  tiinberlands  and  are  located 
in  the  northern  and  more  remote  districts.     This  percentage  is 
considerably  greater  than  that  for  Sweden  or  Norway.     Companies 
own  7  per  cent  of  the  forests  and  individuals  57  per  cent,  making 
a  total  of  64  per  cent  privately  owned.     Churches  and  communes 
own  the  remaining  2  per  cent. 

Finnish  taxes  bearing  upon  the  forests  include:    The  SUte 
Income  Tax;    the  Communal  Income  Tan;    The  SUte  Property 
Tan;    the  EcclesUsttcal  Tax;    the  Sales  Tax;    f^c  SUmp  Duty  on 
property  transfers;    anc!  a  Special  Compensation  Property  Tax. 

SUte  for^BiB  pay  communal  income  taxes  in  full  on  the 
same  basis  as  oUer  forests  in  the  community.     They  do  not  pay 
sUU  taxes.     SUte«financed  industries  receive  the  same  tax 
treatment  as  ordinary  Joint^stock  companies  receive. 

The  SUU  Income  Tax. 

For  forest  operations*  Ue  basis  for  this  tax  is  much  like 
that  U  Norway.  The  authorities  tax  a  theoretical  annual  forest 
income  found  afUr  classifying  the  forest  according  to  iU  siU 
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quality  (productivity).  The  value  «f  &•  e.timated  .u.uined  an- 
nual nid  c«np«t.d  with  c«rr«»t  pric.  form.  thi.  co«v«tio«al 
i»c«m..     Th.  Forct  Service  provide,  th.  ba.ic  data  which  are 


uMd  aa  a  gitld*  fa  Ms«»«lag  tha  iacoma.    A 
•taadard  of  inaaa(cin«Bt  la  aaaumad, 


raaaoaaUy  good 


To  a«.«..  «  fore.t  owaar.   the  local  TaiaUon  Board  muat 
k«,w  the  foreat  area  and  it.  .It.  dawlflcattoa  or  cl«..ificatlon.. 
Br  tt-in*  the  appropriate  Fore.t  Service  yield  data,  the  Board 
cam  compute  the  ow»er'a  th«>reUcal  fore.t  increment.     The  For- 
e.t  Service  al«,  provide,  data  which  expreMe.  th.  proportion 
of  the  average  fore.t  yield  that  i.  made  up  of  aawlog  maUrial. 
pulpwood.  fuelwood.   etc.    An  owner*,  theoretical  annual  Incre- 
ment 1.  aaaumed  to  be  made  up  of  repre.entatiye  cubic  metre.  - 
Ux-cuWc -metre.  -  of  wood  who.e  comtM»nenU  corre.pond  to  the 
percenUge.  of  different  fore.t  prouact.  fox  Ui«  area.     Thai  1.,  . 
foreet  may  be  aa.«..ed  a«  yieidiag  *auual  X  tax-cuWc-metre.  of 
wood;    each  cuUc  metre  being  M  per  cent  mwIow  material,  N 
per  cent  pulpwood.  O  per  cent  fuelwood.  etc.    Each  commune 
•eU  average  act  atumpage  price,  according  to  a  price  aoaiag 
.y.tem.     The.e  price,  are  for  the  tax-cubic-metre  and  thu.  are 
compoaite  price.  ba.ed  on  the  price,  of  the  component  maUrial. 
of  the  tax -cubic -BMtre.    An  owner*,  own  extraction  and  operating 
coat,  per  cubic  metre  are  uMd  in  coaoputing  atumpage  but  only 
an  average  coat  i.  deducted  for  general  admini.tratioa  and 
managemeht.     TTia  Ministry  of  Finance  muat  approve  all  net 
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prices  estabHshef^.     TWii  r,,^«^j 

«■  •     IRIB  provide  ■  •omc  ualformltv  in  .— 

for  different  coamume*. 

Xli«  product  of  the  aet  price  per  tax  «,k< 

*^       '  P**^  "*-«»Wc-M«tre  mulUplied 
..r  a-  ....  uc,  .^  .,.  ,.„..  .„.  ^.^,  ^^  ^^^^^^^^^  ^^^^^^ 

Obtain  the  taxable  iatcome      If  .  *.•.« 

«»•.    If  •  taxpayer  receive,  iacome  from 

other  «>ttrce.,  he  adds  it  to  his  forest  i««.««.  *      ^ 

«•  lorest  iacome  for  tax  purposes. 

«  «»..-  b.  p.ta...  „,  ^. .  ,„...  _.^  ^^^  _^^^ 

«™„  «„  .,^^. ...  ^  .^.  ^^^^^^  ^^^^^^  ^^^_^  ^^^  ^^_^  ^^ 

Admiaistr  atlon  • 

Tl».  .^*te  taxes  an  individual's  iacome  at  progressive  rates; 
it  taxes  corporations  at  a  proportional  (single  percentage)  «te. 
Busines,  concerns  handle  their  income  from  industrial  activities 
«par.tely  from  income  from  forest  operations.    With  the  former. 
t«ahle  income  is  the  actual  net  income  received  after  allowing  for 
reasonable  expcusca. 

On  the  sal.  of  forest  land  within  ten  years  of  acquisition,  a 
for..t  owner  must  treat  any  capital  gain  as  income  for  t«.  purposes. 
Capital  gafais  on  .ales  after  ten  years  have  elapsed  bear  no  tax. 

The  Conununal  Lacome  Tax 

The  basis  of  this  ta.  is  the  same  as  that  for  the  state  tax. 
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for  the  state  tax. 

The  State  Property  Tax 

Thi.  progre..iv.  Ux  £.11.  »„  the  capital  value  of  all 
P-pert,.     ror  £or..t  Un..   the  capiUl  value  i.  the  theoretical 
a-nual  income  capluii.ed  at  3.  33  pe.  cent.     Tax  rate,  are  high 
and  quite  .teeply  graduated. 

The  Ecclesiastical  Tax 

While  computed  a.  a  perc.nUge  tax  on  the  communal  in- 
come  t«c.  the  money  from  the  ecclesiastical  tax  is  paid  to  the 
pariah. 


The  ^lea  Tax 

This  percentage  tax  on  the  seUing  price  of  timber  (except 
fuelwood)  is  pai,  if  the  product  is  sold  to  a  reUiler  or  for  direct 
u.e.     Sale,  of  timber  for  further  processing  or  for  «port  are 
exeznpt. 


The  Stamp  Duty  on  Property  Tranafcra 

All  people  purchasing  or  acquiring  any  real  e.Ute  over 

percenUge  of  the  property's 


$1,  600  in  value  pay  this  tax  as  a 


value. 


The  Special  Compensation  Property  Tax 

Following  the  loss  of  Karelia  and  parts  of  North  Finland 
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-  «»  «.  S.  S.  R. .  u..  ^,„^„.  ,.,.,  .  ^.^  ^^^^^^^^^^ 

have  roa  for  fir*  vcAra  >.w  u. 

•  y*r,  «d  h..  probably  h^n  r.p.ia.d  by  now. 

♦♦♦♦♦♦ 

Critlci«„  Of  tb.  a.e  of  .  tb«,r.tical  incon,.  for  .  u. 

.verag.  valuo.  for  «ana,.«.t.eo.t  deducUo«  tend,  to  «. 
co«ra,.  poor  «a»a,«„.nt.     E^«ditur..  abov.  th.  aver.g. 
.re  t««W;    tbo..  blow  tb.  av.ra,«  «.„  ta.  .avlng..    A 
recoat  tax  r.vi.lo.  conunitte.  r.comm.nded  tb.t  tb.  u..  of  a 
thaoretical  i«co«.  for  tb.  inco„.  ta.  ba...  .^ould  b.  modified. 
Thoy  «Hrt..t.d  tbat  tb.  UM  faU  65  p.r  cnt  on  tb.  conv.nUonal 
i-com.  and  35  p.r  c«t  on  tb.  actual  inco«..     Xbl.  comprona.. 
.«g«..Uo.  approacb..  .omawbat  tb.  Sw.di.b  tax  arrang.n.„t.. 

Tbrougb  tb.  For..try  Commla.ion  tb.  .Ut.  grant.  nH,n.y 
to  th.  Diatrict  For..try  Board..     Tb...  fund,  cov.r  tb.  Board.. 
expaa...  for  in.pection.  and  pUnning.    A  Board  may  provid. 
««.  to  for..t  own.r.  at  low  i.t.r..t  rat.,  and  al«,  aa.i.tanc. 
by  .applying  Ubour,   .qulpm.nt.   ...d..   .tc.  for  foro.try  pur- 
!»<».•..    Grant,  up  to  60  p.r  cnt  of  tb.  co.t  of  c.rUin  Improv.. 
m.nU  may  be  mad.  by  tb.  Board..     U.ttally  tb...  grant,  cov.r 
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drainage  programs. 


France 


.'  u-  r„^  „„.„  .  „  ^,  .„,    ^^,  ^^^^  ^^^^^^^  ^^^^^ 

'«'  I»  p..  ..«  .hi..  ,.c^  ^,,..  „  „^„..  _^_  _^^  ^^^ 

•^  W  P...«t.     F.™  .oodtot.  ,...  U.„  5  .„..  u.  .,„  „^. 

up  over  one -third  of  the  orivat.  --w^i      ^ 

«i  itt*  private  woodl«d.;    ntwch  of  the  remain- 

in«  two-third,  .re  «nd.r  25  .ere.  in  .Ktent. 

French  fre.t  t«..  c-nprl-  the  foltowi.,;    Nntionnl  «d 
U,cnl  L«d  T«.e.;    the  N.tio^a  Income  T«;    F«„ily  aUow«»c. 
Charge.,    Agriculturnl  SocUl  Security  T«e.;    the  ProducUon 
T«;    the  Foreet  I«provem«.t  Tex;    the  E,p.elinntion  Tnx;    the 
S«l«.  Tnx;    the  Trwi.fer  Tnx;    and  Succe.eion  DuUe.. 

A  point  in  French  taxation  of  interest  in  thi.  .tudy  w».  the 
«.«  of  taxation  a.  early  a.  1811  to  .upport  the  govenrnxeuf. 
£ore.t  policy.     From  that  year  fore.t  owner,  who  aUowed  their 
fore.t.  to  fully  or  partially  mature  into  high  fore.t.  had  their 
foreet.  ......ed  at  the  lower  value.  perUining  to  coppice  fore.t.. 

Thi.  advanUge  continued  until  1908  when  high  fore.t.  were  again 
t«ied  at  their  full  value. 

,  « 

The  National  and  Local  Land  Taxe. 

Theae  land  taxe.  are  taxe.  on  the  two  element,  of  income 
from  land  -  rent  of  the  .oil  and  the  value  of  the  timber.     The 
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vid««  the  tex  b«.«.  *  **' 

T*x  *uthoritt«.  hav.  di^ded  the  fore.t. 

"•  iore«u  accordiat  to  eov*r 

»«»•«*.    tha^  i,,  coppice,  mixed  coppice 

*vera,e  cuttt,,.  were  made  from  them       .h. 

irom  u»em.     iheee  provided  daU 
on  timber  yield  and  income  oer  h.^»- 

.     ,^  «»«»•  per  WUre.     By  dividing  thi.  revenue 

by  the  roution  period  and  the  yield    O..  ™«     * 

y»«*d.   the  monetary  return  per 

cubic  metre  per  hecUre  per  rear  ...  t       . 

P«r  year  was  found,     ihe  deduction  of 

expenaea  gave  a  net  return      ivk—  *■. 

return.     Whan  theae  daU  were  multiplied 

by  the  reapccttve  forest  area.  i.  *k 

•re..  i«  the  commune,   the  theoreUcal 

n.t  ennual  increment  for  each  fore.t  re«,lted.     Thi.  i.  the 
Cdaatral  Income.     The  evaluation  in  1910.19U  wa.  the  la.t 
deUUed  one  to  have  been  made.     Xo  bring  thi.  thirty-y.ar  old 
Ux  ba.e  roughly  into  lin.  .itb  pre.ent  day  .alue..   tax  authoriUe. 
multiply  the  cadaatral  income  by  a  factor,  pre.ently  6. 

The  national  land  tax  i.  a  etraight  percenUge  of  thi. 
theoretical  income.     Th.  local  authoritie.  compute  their  taxe. 
••  BO  much  extra  on  the  ba.i.  of  the  national  tax. 

One  modification  of  thi.  tax  exUf  in  the  tax  levied  upon 
U..ed  ibreet  land.     The  tax  for  theae  land.  fall,  .ither  on  actual 
gro..  receipu  lea.  30  per  cent  for  expen.e.  or  on  the  proven 
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actual  uet  raturn. 

For..»  ownar.  m^y  ^lalm  an  «..mption  for  th.  fir.t  30 
T~r.  o.  all  pl^ud  or  r.pl^tad  land..     Th.  ««.p«o„  appU.. 
to  both  local  «»d  nauoaal  t«...  «<,  the  other  taxe.  li.ted  be.ow 

which  are  based  on  the  cadaetral  income,      ti. 

ua.irai  income.     Thereby  yoimg  forests 

have  gained  a  sitnificaat  concession. 

The  National  Income  Tax 

Thi.  ta,  ia  impoaad  on  a  person',  corobtoed  income  from 
i^U  «urce..     But  where  an,  income  i.  from  fore.t  land,   the  tax 
falls  on  the  conventional  income. 

WWle  at  no  time  i.  the  actnnl  income  from  the  fore.t  taxed. 
y«t  the  c*da.tral  income  form,  the  ba.«  for  three  major  taxe.. 
Fore.t  induetrie.  .eparate  induatrUl  income  from  that  coming 
from  fore.t  operation..    Actual  net  income  from  conver.ion 
activitie.  fbrnu  the  tax  ba.e  in  «.ch  in.Unce.  ^hile  with  fore.t 
income  the  company  u.e.  it.  cnda.tral  income  for  iU  ba.e. 

If  fire  de.troy.  or  damages  a  fore.t.  tax  authoritie.  make 
an  a4ju»tment  of  the  conventional  income  ba.ed  upon  the  propor- 
tion of  the  fore.t  dc.troyed  and  it.  age. 

The  Family  Allowance  Charge 

Th*  money  coUecUd  from  thi.  tax  and  the  Agricultural 
Social  Security  Taxe.  goes  into  a  fen^l  to  provide  social  benefit. 
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.r «...  -n..  u.  „  ,o„«  u^ ..  ^..,  .^,  „  ,.,..._^^.. 

•ace  p«r.<»im«l.    Aa  addiUonal  Ux  i«  l.vl.n  ««  ♦!. 

««*  MX  IS  levied  on  the  wages  of  men 

emplojrcd  ia  cxtractias  Umker  if  •  *«— * 

««g  uxnaer  u  a  forest  owner  operates  his  own 

land. 

The  Agricultural  Social  Security  Taxes 

The  first  of  these  t«.es  falls  as  a  straight  32  per  cent  «»r. 
charge  on  the  NaUonal  i^d  Tax.     Forester,  have  levelled  bitter 
critici«a  ng.i.^  u^.  ^  ^.  ^^  ^^^      ^^^^^    ^^  agricultural 
1-d  tax  is  based  on  renUl  income  for  the  land  only  and  not  on 
the  value  of  the  product  as  well.    Because  income  from  both 
•ources  forn«  the  cadastral  income,  forest  owner,  pay  the  tax 
on  more  income  than  they  should.     Second,  far  fewer  men  find 
employment  on  foreat  land..     Therefore  the.e  lands  should  pay 
proportionately  le.s  tax. 

An    addltioaai  tax  comes  under  this  heading.     It  i.  a  3  per 
cent  levy  on  the  value  of  torest  products.     Exempted  from  this 
charge  are  fuelwood  and  Mwlog..    However  .awn  Umber  bears 
the  tax.     The  authorities  levy  and  collect  this  charge  along  with 
the  Forest  Improvement  Tax. 
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The  Prmlnction  T»x. 


itad  Uie 
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Th«  Forest  Improv«m«at  Tax 

Th.  U.  collected  i.  .  compo.lt.  oa.  toUUl.,  ,o  p.,  c«t  o. 

th.  net  ..UUtg  pHc.  of  fore.t  product.  («c.pt  fu.lwood  ^  «^. 
log.)  laid  do«  .t  th.  .hipping  point.     Thi.  price  i.  .et  of  other 
production  U«..     For  ..wlog..   the  t«  i.  collected  on  the  value 
of  the  Mwn  lumber  n.  it  Umve.  the  mill. 

Th.  following  levie.  «ake  up  the  10  per  cent  charge:    the 
i^ric»lt«r.l  Spci.1  S.curity  t«c  of  3  per  c«»t  menUoned  .bove; 
the  For..t  I«pror«n«t  T«  proper  of  6  p.r  c«t;    the  £q„ali«. 
Uon  t«c  of  0.  5  p.r  c«U  n^nttoned  below;    «d  «  tn,  of  0.  5  per  cent 
for  the  benefit  of  th.  Tinker  Control  ..rvice.     The  i«cid«.ce  of 
thi.  compo.ite  tMjL  fall,  largely  upon  the  con.umer. 

The  £qaaliaatiott  Tax 

Th.  revenu*.  from  thi.  ta«  go  toward,  a  fund  a.ed  to  .ub- 
•idine  th.  .xtraction  of  wood  from  foro.t.  pr..«»ay  too  inacc... 
•ibl.  to  be  profitably  op.rat.d. 

Th.  Sadmm  Tuc 

Thi.  tax  i.  n  1  per  cwt  l.vy  on  alcomnwrcial  trannaction.. 
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i>«cwi««  .»ch  time  a  pro<lact  chuigcs  hands 
th«  t»  nw.t  b«  paid  oa  the  ..lUa,  prf^e. 

The  TrauMfcr  Tax 

All  P.OPI.  o«  ac^rf.,  p^p.^^  ^^  ^^^  ^     0«apur. 
cl««.  the  char,,  i.  ,  p.,  „.,  „,  ^.  ^..  ^^^^     ^^  ^  ^^^_ 
iU«:e  or  gift  a».  ta.  ^rf..  ..^ordi.,  to  the  relationahip  of  the 
partie.  co«:.«.d.    With  thi.  char,,  there  exiat  .ip.ifica«t  coa- 
...-on.  pertail.,  to  tranaaetloa.  i.  foreat  land.,    a  purchaaer 
of  «»ch  «a  area  «ay  claim  a  75  p.r  cent  reduction  in  the  t«.  if 
th.  .al..  doc«m«t.  ar.  accompanied  by  a  Fore.t  Service  affi- 
d.vi»  that  th.  la*,,  c^  be  ma.a,.d  for  for..try  p„rpo.e.  and 
if  th.  parchaaer  a,r.«.  to  .o  mana,.  them  for  at  leaat  30  year.. 
The  law  provide,  penaltie.  if  he  break,  thi.  ,«ara«Ue.    Further, 
wher.  the  .eUin,  price  ri»ow.  infUUon  du.  to  .pecolaUon  the 
value  upon  which  the  tax  wUl  be  ba.ed  i.  the  value  reached  on 
tte  a..«nnpti««  that  the  land  i.  rationaUy  and  not  .peculatively 
oaaaa,ed. 

Sttcccion  Dttti.. 

Mention  of  the.,  taxe.  i.  mad.  here  only  to  bring  out  the 
point  that  payment  of  mcce..ion  dutie.  may  be  postponed  for  a 
poriod  of  5  years.    In  addition,  the  .uccc.sors  may  obtain  a 
loan  at  only  tokm  int.re.t  rate,  from  the  Fore.t  Improvement 
Fund  in  order  to  pay  off  thoM  duU.r..     Th.  authoriti..  hop. 
that  thee  two  measure.  wUl  prevent  exce..iv.  felling  or  the 


break-up  of  cstotes. 
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*»».  cHtUi^,  of  Fr«ch  £or«.t  U...  have  Wea  mad. 
.t  ..ve«a  point,  in  thl.  r..l...     u  ^^^^^  b.  .mpha.l..d  that 
no  t«r  on  fbr..t  iacom.  faU.  „pon  acto»al  incom.  r«c.lv.d.    Two 
of  th«  Uiw.  on  i«:om«  ar.  .trang.ly  caU.d  land  ta«...    And  fur- 
Ui«r.   th.  ..ri..  of  ta,..  on  th.  ..lUng  pric.  of  for..t  product. 
•re  mirely  ref  rea.ivc  in  cluiractsr. 

However.  th«  fore.t  owner  in  France  receive,  many  com- 
penMUoo.  for  the  iU.  of  U.  tan  .y.tem.    Several  have  been 
mentioned  already.     The  tan  enemptlon  of  young  fore.t.;  th. 
reducUo.  of  (he  tranefer  tan;    and  the  .ub.idy  for  uneconomic 
operation..    Of  greaUr  .igniflcance  i.  the  recent  e.Ubliriunent 
oi  the  Foreet  Improvement  Fund  into  which  goe.  the  money  from 
the  6  per  cent  Fore.t  Improvement  Tax.    From  the  fund  the 
•tate  may  aaake  granU  up  to  50  per  cent  of  the  expenditure 
(or  a  maximum  of  $180  to  one  perMn)  for  refore.Ution,  af- 
XoresUtion.  purcha..  of  fore.t  equipment,  or  material,  for 
foreet  protection;    grant  up  to  80  per  cent  of  the  co.t  for  ma. 
terial.  for  protecUon  againat  insect  atUck;    loan,  at  1/4  per 
cent  interest  over  50  years  for  aflbreeUtioii  purpoeee,  the 
promotion  of  conservation  and  better  utilisation,  and  for 
succession  duUes;    and  grants  in  kind  of  forest  materials. 
When,   on  request,  the  state  undertakers  forestry  work  for  a 
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£or.rt  ow«.r.  It  r.c«ip.  It.  co.U  from  the  procd.  of  th« 
•1.  of  tk.  for«t.s     product.  wh«nevr  th«y  «r«  cut.     Such  a. - 
•i«Uac«  go«.  a  loag  way  to  allcriat.  the  hurdea  of  ta...  and 
promote  for  eat  maaagcmeat. 


to 


The  United  Kingdom 

la  tMm  McUoa  the  trnx  sysUm  in  BriUin  wiU  not  receive 
the  detailed  treatment  given  forest  t»ee  in  the  countries  «ir. 
veyed  above.     Only  certain  features  which  are  of  interest  to 
Canadians  will  be  brought  out, 

A  scarcity  of  home-grown  wood  provides  the  background 
of  forestry  in  the  BriUsh  Isles.     The  First  and  Second  World  Wars 
caused  excessive  cutting  of  the  country's  meagre  timber  stocks. 
Always  dependent  on  imports  of  wood,    this  situation  of  the  naUve 
forests  was  one  to  cause  alarm.     And  the  government  has  Uken 
acUon  to  rectify  matters  as  far  as  is  possible.    Along  with 
other  steps  aimed  directty  to  assist  forest  owners  in  forest 
agement,    £be  tax  system  as  it  affecU  them  has  been  made  as 
lenient  as  possible. 


■^ 


This  study  covers  the  following  taxes:  EsUte  and  Succes- 
sion Duties;  the  Income  Tax;  the  ProflU  Tax;  Uie  Corporation 
Dtety;  and  the  Uuid  Tax. 


Kslate  and  Succession  Duties 


Under  estate  duty  end  succession  duty    legislation*  forest 


the  successor  on  ihe  value  of  his  succession. 
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owner,  r.civ.  pr«£.r«tial  tre.tm«u.    On  fore.t  «d  on  ..rt- 
cultnrnl  Und..  th.  U.p.y.,  p.y,  ^^  j^,^  ^^^^  ^  ^^ 

other  property.    On  U»«  v«l,.  of  «y  Und  apon  which  tree,  or 
underwood  grow,  he  p.y.  duty  according  to  1,19  rate.  «d  not 
according  to  tho«  «t  In  1940  for  other  property.     The  timber 
i.  »«.e..ed  at  the  1940  t«i  raU..     However  the  duty  on  tinker 
•cU  a.  lien  agalnat  it  and  1.  not  collected  until  th.  timber  i.  cut. 
Furthermore,  th.  duty  i.  reckoned  upon  the  value  of  th.  timber 
at  the  time  of  death.     Thi.  valu.  do.,  not  form  part  of  th.  ag- 
gregate  value  of  th.  ..ut«  but  i.  taned  .eparately.     The  tax 
a.M.Hnent  enempt.  underwood  from  duty.     Co.t.  of  planting 
any  area  may  be  deducted  from  the  .elling  price  of  the  timber 
before  the  duty  i.  paid.     So  al.o  may  all  reawnable  expen.e.  if 
the  v«»dor  incur,  them.     When  a  legatee  die.,  the  tax  authoriUe. 
ca«:«l  «»y  dutie.  out.taading  againat  the  timber.     They  then  revalue 
the  .Und  for  new  dutie..     Thu.  th.  tuce.  faU  only  once  on  the  tim- 
ber,  the  .ingle  crop  of  the  fore.t  land. 

The  Income  Tax  and  the  Profit.  Tax 

fa  reapect  of  ownerehip  of  their  land,  forcat  owner,  pay  in- 
uttder  Schedule  A  on  the  annual  rental  value  of  the  land 
for  growing  tree..    U«»aUy  thi.  value  corre.pond.  to  the  rental 
paid  by  the  Fore.try  Commia.ton  for  land,  which  it  rent..    Under 
thi.  Schedule,  the  taxpayer  obtain,  certain  deducUon.  including 
one -eighth  of  the  ...e.unent  for  maintenance  expenditure..    A 
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**''•*'*»«»  year  period. 

*.  fro.,  income  a....«d  under  Schedule  A.     nu. 
i.  venr  UvouraU.  .Here  fo.e.t  .ta.d.  .«  «.^..  ^,  ^,,_ 
ther..,o«  c«  .e  «.pecUd  to  con.id.raW,  «cc.ed  the  u.u.,  B 
a..<.«»ent.    Under  Schedule  D  actual  income  bear,  the  t«c 

Cori^raUo..  „„^,  ^,  ^,^,  ^  ^^^^  ^^  ^^^^^  ^  ^ 

come  from  their  indu.trial  acUviUe..    Under  thi.  .ection  proper 
.ccountin,  proc^Iure.  „u.t  be  followed  by  the  taxpayer.    Newly 
planted  or     repUnfd  forcf  may  be  handle.  „„der  thl.  Schedule 
While  th.  ta^cpayer  keep.  hi.  mature  fore.t.  under  Schedule  B. 
U.d.r  D.  he  may  write  off  loa.e.  on  you^  fore.U  curr.nUy 
.g*i«.t  other  income  or  carry  them  forward  for  a  period  of  .i, 
year..     The  tax  authoriUe.  provide  quite  rea«,«.ble  aUowance.         • 
for  co.U  uid  depreciation  under  thi.  Schedule. 

n»i.  ouUine.  i«  reference  to  th.  treatment  of  fore.t  land.. 
probably  ha.  littt.  application  of  intere.t  to  compani...  a.  prf^aU 
woodUad.  are  largely  in  the  hand,  of  individual..    However,  it 
doe.  .how  how  the  United  Kingdom  ha.  u..d  it.  income  ta«  legi.. 
latioa  to  favour  good  fore.  try. 


Il 


li 
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Ike  U.  rat.  for  corporation,  under  the  income  t«  «:t  ie    - 
a  straii^t  proportioa  of  taxable  income. 

Under  the  profit,  tax  act.  compaale.  pay  additional  per- 
centage  taxe.  on  the  valne.  of  undUtrtbuted  prollU  and  dirld«id.. 
The  comp«.7  withhold,  the  tax  on  the  Utter  from  it.  .tockholder.. 
Double  taxation  occur,  becauee  thi.  dividend  income  I.  taxed  under 
the  perK>nai  income  tax. 

Corporation  Duty 

Every  corporation  pay.  a  5  per  cent  duty  on  the  annual  net 

value,  income,  or  proat.  of  aU  real  and  peraonal  property  held 
by  the  firm.  TM.  duty  tend,  to  offset  the  eacape  of  corporation 
property  from  death  duties. 

ll^c  I^aad  Tax 

This  minor  Ux  ia  based  upon  gross  ssiimaicd  annual  incoms 
used  in  assessment  of  income  tax  under  Schedule  A  of  the  income 
tmm,  (the  annual  renUl  \raiue).     With  this  tax.   the  authoriUes  have 
provided  a  sensible  and  interesting  feature.    A  taxpayer  may  re- 
deem the  tax  at  a  price  equal  to  25  times  the  1939  *  1940  aeeese- 
ment:    that  is  the  capital  value  of  the  tax  at  4  p%r  cent  interest. 
For  corporations  this  would  prove  a  useiul  method  of  obviating  a 
nuisance  tax. 

The  United  SUtes 

<■»———■    1  ■■ 

The  general  pattern  of  taxing  powers  in  the  United  States 


• 


m 


^ 


nr.ut 


the  ««.  fl.w.  „  th.  f.d.r.1  |^v.,«.e»t  i.  OtUwa.  Sin^^ly 
*»-  .ff.  «d  provide...  Haw^.,  diff.r..c..  do  occur  in  «„. 
ph.-..     For  ««„p|.,  „  .  .^^  ^    ^,^^^  ^^^  ^  ^^^^^^ 

«««.   th.  property  U.  1.  important.     Thi.  1.  i.  .ddiUon  to  iU 
gr.»t  .ignlflcc.  at  th.  lowor  l.v.1.    A«d  thi.  t«  g«ieraUy 
differ,  from  «..  Ontario  mu.icip.1  prop.rty  t«.  b.c«.«.  it  u.uaUy 
corer.  tangiW.  p.r«»aal  prop.rty  (and  £r.q««ay  IntaagiU.,) 
besides  real  estate. 

B.ca«.«  of  th.  molttpUcity  of  juri«ilcUon.  among  the 
•tat.,  of  th.  Union,  only  th.  f.deral  and  .Ut.  ta,e.  with  dir«t 
bearing  on  thi.  rtudy  wiU  b.  r.^.w.d.     TAX  STSTEMSi  p«bU.h.* 
by  Co»m.rc.  Claaning  Hou..  he.  (28)  provid..  complof  ouilin.. 
of  all  .tat.  and  faderal  tax... 

ror«iU  taxation  in  the  United  State,  ha.  long  been  di.cu..ed 
by  foreater.  ami  othar.  intere.ted  in  promoting  the  .ouc    manage- 
ment  of  the  for«.t..     IW.  attantion  ha.  Urgely  focu.aed  upon  the 
taxation  of  for«.t  property.     The  rea^n  for  thi.  lie.  in  the  owner- 
•hip  patt«m  of  forctcd  land  in  the  country.    Many  corporaUon. 
have  larg.  holding,  of  forc.t  land. 

The  United  Stet..  po.M.M.  ov.r  460  miUioa  acr..  of 
commercial  forct  land,  about  thrac-quarUr.  of  it.  total  fora.ted 
ar«a.     bdividoal.  and  corporation,  own  34$  millioB  acre,  of  com- 
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mercial  fbr.t  «d  .ome  65  mlUi«  .„..  of  pon-conunercial 
I«d..     Tk.  privauiy  <^ed  for..u  yi.ld  90  per  c«t  of  •««., 
America  ti^br  cut.    Over  4  „mio»  .^oi  holding.  .vr.,to« 
62  .cr..  „^,  „p  76  p.,  e-t  of  the  pri^t.  caau^rcUl  fore.t.. 
Sam.  3600  p«>p,e  hold  th.  r««lnd.r  te  lot.  ov.r  5000  acr..  i« 
.!.«.    L«rt,er  «id  pulp  «d  paper  comp«ii..  hold  «,m.  51  «ll. 
lion  acr...    About  oa-third  of  th.  country..  for..t.  ar.  pubUcly 
own«i  or  n«»ag«i  «»d  th.  major  portion  of  thl.  ar.a  U..  within 
the  National  Fora.t.. 

Ik.  Nntional  For«.t.  contribuU  25  p.r  cut  of  th.  grow 
r.v«u..  from  th.  «l.  «f  timber  «,d  other  commercial  trance 
tto««.  to  th.  rtat...     Tbl.  i.  Ibr  di.trfbution  to  th.  counU..  in 
^ich  the  For..to  U«.  a.  payment  toward,  the  building  of  .chool. 
"d  road..    A«,ther  10  per  c«it  of  the  Fore.t.'  revenue,  goe.  to 
the  U.  S.   Fore.t  S.rvlc.  for  u.e  in  conetructing  and  maintaining 
road.  M»d  trail,  in  the  Fore.t..     Pre.umably  the  r«naining  fund. 
comUne  with  other  Fore.t  Service  r.venue.  to  .well  Treaaury 
iacome  and  offaet  the  nouch  Urger  enpenditure.  on  National  Fore.t 
*dmlBi.tr«Uon.     Revenue,  from  the  .Ute  fore.U  form  part  of  the 


taxing 


tax  each  otticr*.  land.. 


Thi.  ouUine  of  American  taxe.  cover.;  the  Federal  Income 
Tax;  8Ut«  hcome  Taxe.;  and  SUte  Fore.t  Taxe.  and  Severence 
Taxe*. 


i 
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The  Fedcrml  Income  Tax 

Domestic  American  corporatione  pay  two  federal  Income 
taxee  .  a  normal  tax  and  a  wrtax.     Tbeae  both  have  progre.. 
•ive  rate  a.    Capital  gaina  are  taxed  hat  at  proportional  raf. 
conaiderahly  lower  than  the  income  tax  ratea.     Iheae  taxea 
are  levied  imder  the  Internal  Kevenue  Code  (26  United  State. 
Code).    A  taxpayer  may  claim  the  usual  depreciation,  ohaolee- 
cence.  and  depletion  allowaacea  as  weH  as  deductions  for    or- 
dlnary  and  mecessary  husiness  mi^nmmm.   interest  on  IndebUd- 
ness,   state  taxes  (except  succession  and  esUte  duties),  had 
debts,  and  losses.    Losses  m^y  be  carHed  forward  against 
the  two  foUowlag  years.     Thore  is  double  taxation  of  corporate 
net  income. 

Tax  authorities  compute  depletion  allowances  on  a  cost 
basis  or  value  as  of  the  year  1913.    However,  when  timber  is 
cut  or  sold.   It  Is  valued  at  its  fair    market  value  at  the  first  of 
the  year  when  cut.    Any  difference  between  the  depletion  basis 
for  the  timber  and  this  fair  market  value,   the  forest  operator    - 
may  claim  as  capital  gain  or  loss.        He  treaU  It  accordingly 
for  tax  purposes.     This  provision  recognines  the  appreciation 
In  value  of  the  timber  capital  over  the  years  and  provides  for 
taxing  it  properly  as  capital  gain. 


1.  The  '*Bailey  Asnendment*'  •  78  Congress,  2nd  Session,  vol. 
S8,  pt.   1,  chapter  63,   section  127.     This  amends  section  117 
of  tiie  Inemal  Revenue  Code  (26  U.S.C. ). 


\ 
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State  Ittcoxnc  Tmxmm 

Thlrtr-thre*  states  tax  corporate  set  income;    uauaUy  at 

quite  moderate  ratea.    None  aeparaU  income  from  loggia,  oper- 
atioaa  from  revenuea  ariaiag  out  of  iaduatHal  actiritiea.     They 
aU  proiride  aUowaacea  for  deplettoa.  deprecUtiou,  and  ta»a 
other  than  iscome  taxes  paid  to  other  jurisdictions.    Quite  a 
mmber  of  states  exempt  these  income  taxes  from  further  taxa- 
tion.   A  very  few  exenapt  capital  gains.     Many  do  t^ot  allow  deduc 
tions  for  capital  losses  or  else  limit  those  they  allow  to  the  ex- 
tent of  capital  gains.     Several  states  aUow  companies  to  carry 
operating  losses  forward  for  two  years.     Double  taxation  of 
dividend  income  appears  to  be  common. 

State  Forest  Taxes  and  Severence  Taxes 

Twenty.five  states  provide  for  the  optional  separaUon  of 
forest  property  from  other  property  for  taxation  under  their 
general  property  taxes.     They  have  done  this  in  order  to  favour 
the  growing  of  timber.    As  part  of  the  tax  act,  most  sUtes  re- 
quire a  taxpayer  u>  classify  his  forests  in  some  manner  if  he  is 
to  derive  benefits  from  the  special  legislation. 

The  usual  arrangement  for  special  forest  taxes  is  to  sep- 
arate the  land  and  trees  for  tax  purposes.     The  land  may  be  taxed 
as  other  real  estate  uv  may  be  given  fixed  rates  of  assessment. 


These  will  be  lower  than  the  conunon 


omenta  for  real  pro- 


perty.    TThe  timber  may  be  exempt  fronx  taxes  entirely  oi  for  a 
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given  number  of  year..     U«imUy  t.  yield  tu  i.  levied  upon  tke 
•tumpage  value  when  the  timber  is  cut.    A  few  state,  evaluate 
the  timber  and  give  it  special  low  asMaaments.    Some  aUtea 
limit     the  application  of  tax  beneiita  to  reforested  lands  and 
usuaUy  aU  states  have  regulations  concerning  the  sUes  of  forest 
areas  Mitable  for  classification  under  their  acts. 

Two  stotes  provide  bounties  for  tree  planting. 

Most  states  have  their  forest  taxes  administered  locally, 
a  certain  percenUge  being  apportioned  to  the  state  treasury  and 
the  remainder  being  retained  in  the  locality.    Six  states  using 
the  yield  tax»  collect  the  tax  and  make  provision  for  payments 
to  the  local  governments  in  lieu  of  these  taxes. 

The  general  concensus  of  opinion  among  foresters  is  that 
as  measures  to  stimulate  good  forest  practices,   these  tax  acts 
have  not  been  successful.    Only  small  percentages  of  the  eligible 
lands  have  been  classified  and  are  able  to  benefit  from  these 
special  taxes. 

Six  states  levy  severance  taxes  on  the  quantities  of  forest 
products  cut  each  year.     The  rates  per  unit  vary  according  to 
the  product.     Three  of  these  states  impose  these  taxes  in  addi- 
tion to  their  forest  bixes. 


e  e  e  ♦  e  e 
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ni«  iatercstiag  features  in  Am«ric««  forest  UmmHou  are 
the  eute  forest  taxes  aiul  the  BaUey  Amendment  to  the  federal 
Incom.  tax.    The  former  provide  examples  of  earnest  attempt. 
to  improve  forestry  by  attaekinc  inequitable  features  in  the 
local  taxes.     That  these  efforts  have  not  been  more  successful 
is  due  partly  to  the  minor  importance  of  the  local  property  tax 
ia  foreat  finance.     There  are  of  course  many  other  factors  in 
the  problem.     The  Bailey  Amendment  brought  about  a  ihaaf  in 
taxation  where  it  bore  heavily  on  mil  operators.    In  the  general 
progress  towards  corporate  management  of  the  forests  and  their 
re-organlantion  on  a  sustained  yield  basis,  this  amendment 
should  prove  significant. 
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Chapter  V 

TAXATION  AND  TENURE 

Ik.  t.«.r.  of  f.r..t  Uad.  i«  CUrio  touch.,  upon  mMmy 
..p«cU  of  £or..try.     B«c.tt..  «  i.  pmrt-aad-parcl  •£  th. 
Provtoc...  prohl«n.  in  ..tnhU.hlng  proper  fore.t  mn».g.. 
«.«t.  t.».r.  boar.  «po.  t«ation  «d  th.  rnl.ln,  of  Provlnci.1 
r.v««...    For  .  fmi.r  u«i.r.tnndi«g  of  thl.  „p«ct  of  t«<atioa. 
it  i.  d.rir.W.  to  «cnmla.  hri.fly  th.  .c«,omic  .ignlfic-c.  of   ' 
t«ur..   ,om.  of  the  principle,  bridnd  our  tenur.  pattern., 
*»d  the  hi.torfcal  development  of  fore.t  tenure  in  the  Province. 
From  thi.  analyai.  c.rUln  relationehip.  between  taxation  and 
tenure  are  dariiaed. 


The  Economic  Significance  of  Tenure 

It  i.  probably  not  incorrect  to  aaaume  that  Canadian. 
beUeve  that  their  government.,  within  the  bound,  of  the  con- 
•tttutlon.   dumld  accept  ultimate  re.pon.ibllity  for  the  proper 
utiliaation  of  the  country',  resource..    However.  whUe  theorett- 
eally  itl.  po..ible  for  the  .tate  to  do  virtuaUy  anything  if  it  i. 
for  the  betterment  of  Mciety.  practicaUy  it  mn.t  try  and  dcviae 
noethod.  for  achieving  it.  end.  within  the  community*,  cultural 
framework.    Of  .ignificaace  then  i.  the  ancient  inatitution  of 
proper^  whoee  right,  and  privUege.  are  derived  through  English 
Common  Law. 


I; 


v-iss 


A  p«rv«.iv.  i«.ttt«tt<«.  propTty  d.t.r«to..  .  p.r«.a.. 
rffhf  •»!  d«tt.,  r.,.rdtog  th«  «..  o£  .  given  «r«  of  Uad  by 
Mmwlf  or  otk.r..    By  th...  righto  ^ieh  c«  b.  tr^f.rr.d. 
It  condiUon.  «i«»r  ii«titatii«.  «.ch  if  U.....  lic,«:„.  «d 
agr««mM»to.    A>d  throogli  th«  title  to  product,  of  the  Iwd, 
property  influeace.  price.,  value.,  income,   taxe..  etc. 

Am  one  of  three  factor,  of  production  -  Und.  Ubour,  ud 
capital  -  land  ha.  many  u.e..    The  pivotal  point  about  which  we 
erect  our  land  um  .cheme.  i.  the  ia.titution  of  property.    In 
the  u.e  of  the  forest,  each  man*,  relation,  with  uiother  hinge, 
upon  property  he  it  puhUdy  owned  and  operated,  publicly  owned 
and  leaaed.  or  co-operaUvely  or  privately  owned.     Canadian, 
with  half  a  continent  to  .etUe.  have  come  to  accept  the  dichotomy 
i«  property  ownerahip  between  the  .tate  and  the  individual  - 
either  per«>aal  or  corporate.    Furthermore,  there  i.  a  prewmp- 
tion  that  mcceaafttl  method,  of  r.Murce  development  can  be 
evolved  baaed  upon  thee  two  differing  form,  of  ownerehip.    Of 
Ontario*.  237.  200  $q.  mile,  of  forested  land  the  Province  own. 
94. 2  per  cent;    individual,  and  corporation,  own  the  remaining 
5.8  per  cent,  Canada,  (15). 

Within  thie  framework  that  property  provide.,  the  Province 
ha.  built  up  a  .yatem  for  the  diapoMl  of  it.  timber  roMurce*. 
The  foUowing  aection  outline,  the  main  development,  in  forest 
land  tenure  .ince  1826. 
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rortst  Land  Tenure  in  OnUHo 


Prior  to  1900 


In  onrly  colonial  days  the  Crown  granUd  landa  to  wtUere. 
Settleimnt  requiremonta  appear  to  have  been  limited  to  clearing 
and  improving  the  land  for  agricultural  purposes.     In  some  in- 
atnncea  aetUera  were  required  to  do  military  aervice  if  called 
mpon  by  the  governor.     Throughout  the  inatructtona  of  both  the 
French  and  Britiah  govemmenta  to  their  governors  in  Canada, 
one  reads  of  Oie  reservation  first,  of  aU  the  oak  on  land  granta 
and  then  the  pine  that  would  be  suitable  for  use  by  the  royal  navies 
and  the  miliUry.  Report  of  1899.  ((67)  pp.   23-48).  *       Later,  in- 
atrucUons  were  given  for  the  aetting  aaide  of  foreat  reaervea  for 
the  sanM  purposes.     The  BriUsh  government  instituted  the  system 
of  granting  to  BriUsh  contractors  for  the  Royal  Dockyards  charten 
or  Ucencea  to  cut  timber  in  Canada  for  the  Royal  Navy.    As  men- 
tioned  in  ChapUr  HT    this  monopoly  system  was  badly  misused. 
Refbrma  followed  in  1826. 
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Lieut*  -Governor  hlaitland's  proclamation  in  that  year  opened 
the  forests  for  conunerical  operations  by  anyone  interested  and 
able  to  pay  the  timber  due  a  levied  by  the  government.    No  licenaing 
ayatem  is  mentioned  in  the  proclamation.    However,  under  instruc- 


1.  This  part  of  the  Report  contains  a  good  reveiw  of  Crown  timber 
regulations  of  French  and  Britiah  Canada  up  to  1826. 

2.  See  p.   77  above. 
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UouB  from  Eaglaad  th«  Surveyor  .General  of  Woods  aad  Forests 


cmme  to  C 
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Uceaces  to  cut.    U  is  iateresttag  to  speculate  on  the  reasons 
nAy  timber  was  to  be  disposed  of  hf  such  licences  rather  than 
by  the  tale  of  timbered  lands.    Ucensint  •••ms  to  have  been 
along  the  lines  of  traditional  disposal  methods.    It  is  not  nnlike 
the  earUer  charter  system,     hi  addition,   the  fovemment  would 
retain  control  of  the  lands  which  when  cleared  could  be  used 
later  for  setUement.    Possibly  then«   licensing  was  viewed  as 
but  a  part  of  the  means  for  orderly  setUexnent  of  the  country. 
It  did  not  prevent  large  areas  of  timberland  from  being  purchased 
under  pretests  of  setUement*   Report  of  1899  ((67)  pp.  57 -S9). 

At  this  time,  licences  were  to  be  limited  to  forests  un- 
suitable for  the  Royal  Navy.     These  licences  extended  for  nine 
months,  the  tinnber  contracted  for  having  to  be  cut  within  that 
time.     No  mention  is  made  of  renewal  of  contracts.    It  is  reported 
that  many  of  the  instructions  from  Eaiglsnd  were  not  carried  out 
and  we  may  surmise  that  at  that  time  there  was  little  difficulty 
in  the  way  of  obtaining  a  renewal  of  licences. 


As  time  passed,  questions  of  renewal  seem  to  have  caused 
some  trouble  for  in  1842  the  Gon^missioner  of  Crown  iamds  is- 
sued instructions  clarifying  licensing  procedures.     licences 
were  to  be  valid  for  a  given  period  «  apparently  one  year. 
Renewals  were  granted  but  if  the  licensee  failed  to  claim  renewal 
withia  a  given  period  of  time,  the  licence  could  be  auctioned  again. 
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The  former  licemsee  v/ould  be  allowed  the  firet  bid.    In  1S46 
these  iMtructioM  were  foUowed  by  regulations  giving  the  right 
of  aanual  renewal  to  the  licence  holder.     Requirements  on  the 
part  of  the  operator  were  limiUd  to  payment  of  Crown  dues  and 
to  cutting  flie  minimum  amount  of  timber  contracted  for. 

Opening  the  forest  to  commercial  exploitation  did  udt  pre- 
vent monopoly.     Neither  did  the  levying  of  Crown  dues  nor  any 
otiber  regulations.    Apparently  many  limits  were  acquired  by 
single  operators  in  order  to  control  timber  supplies,     hx  1851 
ground  rent  was  charged  in  an  effort  to  prevent  individuals  ac* 
quiring  extensive  limits  for  monopoly  and  speculative  purposes. ' 

A  Select  Conouaaittee  of  the  Legislature  appointed  in  18§4 

studied  anoongst  other  things*  the  American  system  of  disposal 

•  ,•' 

of  forest  land  by  sale.    As  nmentioned  above  they  failed  to  recom* 

2 
mend  its  adoption  in  Canada.        This  did  not  settle  tenure  griev- 

aaces  which  apparently  were  being  voiced.    For  in  1863,  another 

Select  Committee  urged  that  something  be  done  to  give  greater 

stability  to  tenure  of  forest  lands.     This  recommendation  was 

not  made  with  a  view  to  encouraging  better  forest  practices  but 

rather  to  prevent  excessive  cutting  (in  order  to  live  up  to  licence 

requirements)  and  flooding  of  the  lumber  market.     It  is  probable 


1.  See  pp.    17  and  76  above. 


2.  See  p.    17  above. 
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that  it  w«.  al«,  ai^ed  .t  re*,lving  coaflict.  b«tw«i  lumbr- 
m.«  r.gardia,  th.  bound^rl..  of  U».ir  limiu  «d  between  lumber- 
men  and  ••tilery. 

UAd«r  Ms  timber  licence  an  operator  olitaiaed  fuU  UUe  to 
aU  epeciea  of  timber  on  kia  limit.     However  the  government  al- 
waya  retained  tlie  right  to  permit  aetttement  on  landa  held  under 
•uch  tinaber  Ucencea.  *     The  aettler-a  right,  to  the  timber  on  hi. 
lend,  in  contraat  with  the  timber  operatort.  right,  by  virtue  of 
hia  timber  licence  were  not  clnrificd  until  1860.    At  that  time  if 
a  aettler  only  held  a  licence  of  occupation  (rather  than  a  patent), 
he  obtained  no  UUe  to  the  timber  on  hi.  land.  ^     In  1S69,   an  Order 
in  Council,   Report  of  1899  ((67)  p.  1 15),   reaerved  to  the  Crown  aU 
pine  treea  on  aettlert.  patented  Unda.    The  aetUer  could  clear  hia 
land  of  pine  for  agricultural  purpo.ea,  for  fuelwood,  and  for 
building  maUriaia.    He  could  not  cut  it  for  Mle  although  he  could 
cut  all  other  .pecie..     A  timber  operator  could  be  granted  a  licence 
to  cut    eaerved  pine  on  patented  land..     Thi.  Order  .etUed  thi. 
a.pect  of  a  Ucence  holder',  tenure  and  the  right,  .uch  tenure  con- 
f erred. 


in  1892,   the  government  altered  it.  policy  of  granting  licence. 


1.  23  Victoria,   Chap.   2  (Canada)  ..  16.     Thi.  act  clarifie. 

point  which  had  been  a  part  of  government  policy  up  till  then. 
See  alM:  Ontario,  Comini..ioner  of  Crown  Land..   Report,   1872. 
p.x.    In  Se..ional  Paper.,  2nd  Se..ion,  Parliament  of  the  Province 
ofOnUrio,   vol.  V,  pt.n,   paper  no.   14;    and  Report  of  1899.   ((66) 
pp.  113  and  114).  — "^ ^^     ' 

2.  Ibid. 
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for  all  tiinb«r  species  on  aa  area  and  limited  operators  to 
cottiag  pine.  Report  of  1899  ((67)  pp.  124.12S).    ht  theory  the 
goverament  was  then  free  to  grant  farther  licences  for  the 
other  •pcciea.     These  licences  would  overlep  Ihoee  for  cutting 
pine.    By  tihie  tizxie  the  manufacture  of  pulp  from  wood  was  be- 
coming an  ealabliahed  industry  in  the  Province.    In  a  move  to 


support  this  new  development  which  required  extensive  timber 
reserves*  the  Province  amended  the  Crown  Timber  Act  in  1896 
to  allow  the  granting  of  pulpwood  concessions.     By  agreexxient 
these  concessions  gave  the  operator  tenure  of  his  holdings  for 
21  years  and  the  right  to  cut  pulpwood  species.    He  could  renew 
his  agreement  for  a  further  21  year  period  if  he  had  carrieu  out 
all  the  requirements  of  the  contract.     The  period  of  Zl  years 
seems  to  have  been  chosen  as  the  lengtib  of  time  necessary  for 
the  pulp  and  paper  conapanies  to  write  off  the  capital  investments 
in  their  mills  and 
lumbermen. 


inery.     It  prevenied  alienation  of  lanos  to 


This  review  shows  that  by  1900  the  basis  had  been  laid 
for  today's  system  of  timber  disposal.     Timber  licences  were 
granted  for  one  year»   renewable  annually.     Pulpwood  agreen^ents 
lor  21  years  could  be  obtained,   renewable  for  a  further  21  years. 
The  government  retained  the  right  to  cancel  licences  or  agree- 
ments if  the  operators  failed  to  abide  by  their  contracts.    J?  urther- 
tnorm,   the  Province  could  grant  to  settlers  portions  of  land  included 


1.  S9  VictorU,  Chap.  12  (Ont.). 
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In  mmf  Uccased  ar«a  for  the  clearing  of  timber  was  part  of 
the  policy  of  lead  aettlement.     Few  requlrementa  were  laid 
mpoa  tke  operators:    they  muat  pay  duee  and  ground  rent;    make 
certain  retnrna  to  the  authoHtiea  concerning  their  annnal  cut; 
aad  abide  by  loreat  fire  prerentton  regulations.    WhUe  pulp- 
wood  agreements  gave  e-.tended  tenure  to  pulp  and  paper  com- 
psaies,  it  was  not  done  to  encourage  forest  management. 
iCather  the  long  tenure  guaranteed  the  companies  an  adequate 
(often  an  excess)  reBmrve  supply  of  raw  materials  large  enough 
to  ensure  continuous  operations  until  capitel  investments  in 
the  mills  had  been  recovered.     These  pulpwood  agreemente 
could  overUp  araas  already  held  under  timber  licences  to  cut 
pine. 

Twentieth  Century  Developmente 

The  only  significant  development  since  1900  has  been  the 
inception  of  the  timber  agreement.    Subject  to  the  annual  renewal 
of  his  timber  licence,  an  operator  could  enter  an  agreement  with 
the  jProvince  which  would  provide  him  cutting  righto  on  an  area 
for  a  period  of  10  years.        This  arrangement  brough  the  tenure 
benefits  of  the  pulpwood  agreement  within  the  grasp  of  the  lum- 
ber companies. 


m 


Neither  under  the  timber  licences  nor  under  the  pulpwood 
or  timber  agreemente  doss  there  appear  to  have  been  any  real 
insecurity  of  tenure.     True,  the  period  of  tenure  was  often  short 


1.  Such  agreements  were  first  effected  around  1?43. 
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Vut  ttiat  did  not  memn  insecurity.     Based  on  the  precedent  of 


aocceesive  renewals,   security  seems  to  have  been  safficient 
for  tihe  day.     Certainly  few  lumbermen  were  interested  in  retain- 
ing their  lands  once  they  were  cleared.    And  the  system  did 
result  in  land  being  clet.red  for  settlement.     In  this  respect 
things  often  went  too  far  with  many  areas  l>cing  stripped  of 
forest  cover  which  were  patently  unsuited  for  farming. 


Present  Tenure  Problems 

The  tenure  problem  that  is  with  us  today  is  one  not  met 
with  before.    It  arises  out  of  the  change  in  the  government's 
forest  policy  from  one  of  liquidation  to  one  of  sustained  yield 
and  out  of  the  realiaation  of  the  need  for  a  sustained  yield  of 
pulpwood  if  the  pulp  mills  were  to  remain  long  in  continuous 
operation.    As  indicated  earlier,  property  rights  are  closely 
bound  to  any  activities  dealing  with  land.    And  the  government's 
change  of  policy  called  for  reconsideration  of  the  property  rights 
granted  to  the  holders  of  timber  licences  and  pulpwood  agree- 
ments. 
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As  shown  above,  concern  for  forest  tenure  and  rights  under 
a  liquidaUon  program  was  really  a  concern  for  the  orderly  execu- 
tion of  policy.    There  was  litUe  doubt  that  it  would  be  successfuUy 


1     This  would  appear  to  have  been  around  192S.     In  this  period  the 
*  foUowing  sUtutes  were  passed:    The  Forestry  Act  -  17  George 
V,  Chap.   12  (Ont. )  -  end  The  Pulpwood  Conservation  Act  - 
19  George  V,  Chap.   13  (Ont.). 
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carHed  out.    However,  under  Mstained  yield  numagement, 
tewire  end  property  righte  may  be  the  key  factor  in  the  aucceee 
of  the  80verameat*e  plana.    Injustice  to  individuals  ia  hardly  at 
stake  aay  more. 


Simply  stated,   the  problem  rather  than  immediate  is 
cme  of  ultimate  security  of  tenure.     Committed  to  responsibiUty 
for  the  foresU,  the  Province  ia  seeking  to  take  the  measures 
now  that  are  necessary  to  ensure  that  in  the  future  the  forest 
Industries  will  have  large  stocks  of  reUtively  cheap  wood. 
It  is  generally  assumied  that  tkese  stocks  will  only  in  part  be 
obtained  by  large  scale  planting  programs  and  that  the  a^ost 
important  means  will  be  by  natural  reproduction  following 
proper  logging  practices.    Artificial  regeneration  will  be  used 
where  desirable  but  due  to  the  costs  involved  it  is  likely  to  be 
confined  for  some  time  to  a  minor  place  in  the  scheme  of  things. 
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Because  the  hiture  is  so  closely  wrapped  up  with  the 
present,   the  success  of  the  government's  policy  depends  upon 
the  co-operation  of  the  forest  operators.    Their  cutting  practices 
have  to  be  chosen  so  as  to  ensure  the  bast  possible  natural  re* 
production;    they  have  to  be  chosen  with  regard  for  the  future. 
And  this  usually  entails  heavier  logging  costs.    It  also  means 
well  planned  operation  prograxna  -  a  management  plan  for  every 
forested  area.     The  additional  costs  which  these  requirements 
call  for  are  largely  being  met  by  the  companies.     Still  further 
costs  are  entailed  if  sound  management  plans  are  to  be  put  into 


» 
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effect.    And  at  present  the  limit  and  concession  holders  are 
being  asked  to  bear  most  of  these.  ^ 

Naturally  the  companies  ask:    who  will  get  the  future  crops 
of  woodT    Will  we  have  to  pay  stumpage  after  having  paid  the 
initial  costs  of  ensuring  the  future  forests?    Can  we  not  have  a 
firsn  gisarantee  that  our  interests  in  these  forests  which  we 
help  create,   will  be  respected  50  or  100  years  from  now? 

Without  going  further  into  the  problem  of  finding  the  answer  i 
to  these  questions,  it  is  necessary  to  analyse  the  role  of  govern- 
ment  charges  in  ^e  whole  complex  matter,    in  this  analysis, 
consideration  is  given  to  stumpage.     This  is  done  not  only  be- 
cause it  is  one  source  of  Provincial  revenue  but  also  because 
tax^^od  other  alternatives  to  the  charge  wiU  be  suggested  in 


ChA|iter  VL 


Taxation  and  Tenure 


Stumpage 

^s  stated  in  the  previous  secUon,  the  question  of  stumpage 
for  successive  forest  crops  is  one  of  the  leading  ones  in  the  ten- 
ure  problem.     For  this  reason  a  thorough  understanding  of  what 
stumpage  is.  for  what  it  U  being  paid,  and  how  it  is  esteblished 


1,  In  Chapter  ni,^^    ^^  ^^  ^^  above  and  Chapter  VI  p.  173 
below:  the  heavy  coste  of  transition  to  MSteined  yield  manage- 
ment -  for  all-weather  road  systems,   permanent  river  improve 
ments»  recurrent  forest  inventories,  ete.  -  were  mentioned. 
Many  of  ttiese  coste  must  be  and  to  some  degree  are  now  being 
met  by  the  ProvincUl  government.    However  the  cost  to  the 
companies  wiU  undoubtedly  increase  markedly  as  the  transi- 
Uon  progresses.    It  is  such  costs  which  are  referred  to  here. 


ii 
II 


V.165 


U  clearly  necessary.     In  order  to  clarify  the  situation  a  lltUe 
and  to  help  one  ask  more  questions,  a  mbdel  of  the  sitnation 
is  again  constructed. 

L.et  Its  assume  that  the  second  crop  of  the  forests  in  one 
region  is  nearing  maturity.     This  is  ^e  end  of  the  first  phase 
of  managemeia  for  a  sustained  yield.     Let  us  further  assume 
that  to  achiere  this  condition*  ttie  government  required  the 
company  operating  the  area  to  carry  out  a  certain  working  plan 
and  to  use  certain  cutting  methods.     These  methods  were  not 
the  means  most  easily  adopted  for  extraction  of  the  previous 
virgin  stand  nor  was  the  working  plan  the  simplest  possible 
under  liquidation  operations.     But  the  company  recognised  both 
the  power  of  the  government  and  the  interest  that  the  company 
had  in  this  future  forest  and  co«operated  fully.    It  paid  for  the 
incr^msed  logging  expenses*  for  many  of  the  improvements 
necessary  to  carry  ou  t    the  woridLng  plan»        and  for  a  good 
part  of  the  essential  protection  costs.    L.et  us  also  assume  that 
the  government  assisted  the  company  by  sharing  some  of  the 
capital  costs  under  the  working  plan  and  placed  at  the  com- 
pany's disposal  the  benefits  of  its  forest  research.     Finally 
let  us  assume  ttiat  both  the  conipany  and  the  Province  know 


•  ^ 


1.  Insofar  as  the  government**  stunipage  dues  may  have  been 
set  so  low  that  the  company  received  a  large  portion  of  the 
economic  rent  owing  to  the  government  on  the  timber  it  may 
be  considered  that  the  company's  expenditures  on  forest 
znanagement  are  really  those  of  the  government  carried  out 
by  the  conqpany. 


• 
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fairly  accurately  their  coste  involved  in  bringing  this  second 
crop  safely  to  its  present  state.        If  the  company  is  to  cut 
this  timber  for  its  use*   should  it  pay  siompage?    If  so»   on 
what  basis  f 


Stumpage  is  tibe  price  that  the  Province  charges  for  its 
forest  products.     But  in  this  model  the  products  do  not  belong 
solely  to  the  government  if  any  consideration  is  given  to  equity. 
This  second  crop  of  timber  represents  ttie  direct  result  of  in- 
vestments by  the  company  in  the  land  for  which  it  has  paid 
ground  rent  annually  over  the  years.     Some  of  the  crop  should 
beloQg  to  it.     Furthermore,  the  governinent^s  share  represents 
the  people's  investment  for  tilieir  future  •  for  the  contribution 


the  forest  industries  would  continue  to  make  towardi 


^Uble. 


healthy  economy.     And  through  its  inconne  and  other  taaees,   the 
company  shares  with  the  people  in  this,  the  Province's  stake  in 
the  forest. 


From  this  analysis  one  might  say  that  under  these  condi* 
tioas  the  company  should  pay  for  a  portion  of  the  government's 
costs  in  produciog  the  second  forest.     That  is,   stumpage  should 
be  a  price  based  upon  a  part  of  the  Province's  costs.     This  sug- 
gestion Bmexnm  to  raise  almost  as  many  question  which  are  as 


1 ,  It  is  probable  that  it  will  long  be  debaUble  whether  cerUin 
Government  expenditures  should  be  included  legitimately 
in  the  cosU  of  management.     It  will  be  difficult  to  know  al- 
ways where  to  draw  the  line. 


'■■iWT 
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equally  difficult  to  mnawcr  at  the  first  ones. 

Alternatively  me  might  eaggeet  that  the  compaay  pay  no 
atumpage.    Thie  second  crop  is  hut  one  of  many  more  to  come. 
If  it  foUewa  its  former  policy  the  government  wiU  continue  to 
a»k  the  con^mny  to  share  the  costs  of  forest  management. 
Would  it  not  be  wise  to  regard  the  governments  investment  as 
the  people's  cost  of  keeping  their  econontf  running  -  a  cost 
shared  by  all  who  are  able  to  do  so.     This  suggestion  seems 
reasonable,  for  the  costs  of  forest  may  weU  increase  for  some 
time  until  the  proper  degree  and  quaUty  of  supervision  and  care 
ie  achieved. 


What  difficulty  there  is  in  deciding  this  issue  seems  to 
stem  from  the  fact  that  stunapage  is  regarded  as  a  price  charged 
for  wood  products  -  products  whose  ownership  juay  be  divided 
in  subsequent  rotations  between  the  government  and  the  company. 
Tet»  from  the  point  of  view  of  the  Provincial  Treasury  which  re- 
ceives all  stumpage  returns,  these  dues  are  Just  another  source 
of  revenue.     And  this  revenue  viewpoint  is  consistent  with  sub- 
section S,  section  92  of  the  B.N.  A.  Act.    Does  it  not  seem 
simpler  to  avoid  all  the  problems  raised  by  trying  to  price  sue- 
cessive  timber  crops  in  which  both  the  government  and  the  com- 
pany have  shared  expenses?    Cannot  the  Province  raise  the  same 
revenue  by  means  of  taxation  and  ttien  contribute  its  share  towards 
the  maintenance  of  the  forest  economyt 


If 
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From  thi.  ^y.i.  u  ^p^,,  ^^  ^^  ^^  ^^^^  ^^^^^ 
«-  .t-mp...  i.  noi  «actlr  direct.    IU«..,  «  ,.  ^^^  ^^^ 

«d  th.  co«p^..  „«,,.    ^.  ^,^^^  ^  ^^  t««r...t«„^„ 
P«*l«n  would  ..«,  u>  a.  i.  r.^,^  th.  ri^t.  »»  th.  for..t 
•V^itr  ero«t«d  by  both  public  aad 


compaiqr  capital. 


Hav.  other  forernrnwit  eharg..  any  bearing 


upon  tenure  7 


Ground  R«it 


On.  1.  t«npt.d  to  «„,.»  .round  r«it  a.  .„ch  a  charg.. 
For  a  rent  i.  a  payment  for  the  right  to  „.e  land  or  land  and  it. 
i«prov«„«,t..    A  ground  r«a  i.  th.  pric.  paid  for  th.  u..  of 
l«d  Uon..    It  includ..  the  right  fo  improve  th.  land  «»d  th. 
oc«up«^..  tlU.  to  th.  benefit,  of  «»ch  improvement..     Therefor 
the  tenant  of  Crown  land,  rf^ould  acquire  definite  right,  and 
privUege.  by  virtue  of  the  ground  rent  that  he  pay.. 

A.  «a.  .hown  in  ChapUr  HI.  *     it  1.  doubtfol  whether  the 
Provincial  government  ever  con.idered  that  it  conferred  any 
•ttch  right,  to  Ucen.ee.  b«cau.e  they  paid  ground  rent..    When 
thi.  charg.  wa.  introducd  in  1851  to  pr.v«t  monopoli..  of 
timber  limit.,  no  Uc.n.ee  would  have  wanted  to  hold  hi.  limit. 
•«r  fong.r  than  wa.  nece..ary  to  a.ar  th.  land.    He  did  not 
wlrti  to  Improv.  th.  ar.a.    H.  wa.  «,  ..ttler;    n.ither  wa.  h. 
for..try  c«»«:iou..     Hi.  ground  r«it.  w.re  a  ta.  on  monopoli.. 

— — e— ^ 

1.     See  pp.    75  and  76  above. 
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•«d  .p.c«Uti«.    A.d  .o  they  bec.m.  .  p.rt  of  the  Pro^ce'. 
r«re.„.  ^t«,.     p„  „  „,.^  ^^^  ^^^^^  ^^^  ^^^^^^  ^^ 

«.-  for  ground  r«t.  dl«.pp.„e<,.    Or  If  the  „.ed  .«!!  per. 

•^•^^»  olfc«r  more  effceHv*  v^.^^. 

«  eaective  mcM.  w^re  wught  to  handle  the 

matter. 

1.  Chapur  ni  tk.  ,|«..Uo«  wa.  rau.d  whethor  gro«»d  r«t. 
.Wd  U  .boU.h.d.     U^...  *.  .ov.r«»ent  «ak..  «««  a.a.iU 
aci«owl.d,.««t  of  th.  rtght.  «eh  r«t.  no»*i«Uy  cof.r  o. 
lic-e..  ttoy  Ao^,  ^  ,.^.^    „^^^^  ^^  ^^  Province.. 
»ov.  toward.  «».ui««,  yield  »a«,e«.«t.  a  beUted  recognlUoa 
of  the  «..ft,l  p,^^  that  th.«.  r^u  could  properly  .erve  might 
proTid.  the  r^reriuaeiU  ^th  a  very  ..rvlc«.W.  tool  for  .olviag 
if  t«mre  proW«n..    tt  i.  a  «.aa.  weU  adapted  to  th.  allocation 
of  a«id.  ^.r.  on.  org«^*tio«  I.  the  principal  l«.dlord.     Ik. 
righU  co.f.rr.d  by  r«»t  can  be  dearly  defined.    Iti.  •„  inatru- 
«..t  laahionod  to  bring  to  th.  landlord  any  of  th.  .conomic  b.«efit 
aecrulim  to  him  a.  a  Undowner.    And  thl.  i.  what  th.  Provlnc. 


•tumpage, 


Succ.rion  Duti.. 


In  the  di.ca..ion  of  .ucecion  duties  in  Chapter  m.  it  wa. 
hypoth..i..d  that  th.M  tan.,  might  «p.«t  th.  continuity  of  t.aur. 
of  fbr..t  land,  by  crtaia  typ..  of  co«p«a...    ft  wa.  «.gg..t.d 
further  that  thi.  rilght  concrtvnhly  di.rupt  .ome  for«.t  manage. 
m«»t  plan..    Only  d.tail.d  analyrt.  of  actual  occurrence,  will 


I 
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rev.al  whether  fl,...  hypothe...  ,re  valid  «d  .lgal£ic«».    U 
they  .re.   tt.  remedy  i.  ^Uy  fouad  •.  wiU  be  aoted  in 
Chapter  VL 

Of  the  other  t«e,  which  fore.t  l«du.trie.  pay.  one  «., 
»y  (hat  they  have  «o  bearing  «po«  the  problem,  of  fore.t 


tcaarc. 


i| 
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Chapter  VI 
TAXATION  AMD  FOBIST  POLICY 

o'Wce.  It  m>,  .pproprl^Mly 
-,«nue  „..  ,„.,  ^^,  ^  ^^  ^  ^  ^^  ^  ^^^^^ 

Meat,  and  in  th*  communltle.  of  o«ta^i«  .    u  . 

«"««•  Of  OaUrio  to  bring  their  foregt. 

*•  thm  optimum  p«ak  of  producUon. 

G*n«r>l  Rcmarlr. 
P«rchologic«l  A.p«t  of  T«  Problem! 

B.for.  di.c«..in,  «,m.  of  th.  oconomic  factor,  concernoo 
With  t«.tio»  and  for..t  policy,  it  .Hould  b.  noted  that  proMom. 
croated  by  Uxation  or  a.«>cUt.d  with  it  often  .t«„  from  p.ycho. 

logical  conflict,  in  Individual..    Men  1«  «..  f«       *  .  . 

u«A».    wen  in  the  fore.t  Industrie,  .in- 

t.  .1,1.1.  ^  co.c.„.«.  (,«..  ,.„„.«„.  .„,  ^,„^^  ^,^ 


'Hi 


•    « 
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p.'-. «»..  «.„.  „..  ^  ^,.,.„  ^^^  ^^^^^  ^^  ^^ 

•"•■"""  *^  •"•'"■•  •'  '»*t  C.P1«  .,  h.  ,.„...™,.. 
.«'  !«.  P.rt.^.  „  u„.  .„,.  ^^  ^_^^,  ^  ««.^„«„ 

'■  ••  ">*««W"  .  •tat.  u  i.  coi,rt«Mtt  tf  Ik  I 

Th«y  l-r  lo.....    they  ««aUy  Uvo^  ^^^.^^  ^.^,, 

i«dul|ri«g  ia  th.-  b..e£lU.  addled  wl*  ^  re,ulr.„^nt. 
^ich  «rg.  th.«  eo  .ct  i.  a  «.a^,  detrimental  to  thl,  future 
l«t«r..t..    0«.  «.y  ^.ttoa  ..  D.«  y.^^  ^^  j„  „^g  ^^^^^ 
Aether  a^ju.to^at.  ia  t«cation  «»d  t.«ur«  wiU  ha.e  »uch  .uc 
c...  la  overcoming  the.,  .tron,  force,  which  lmp.de  much 
a»or.  than  progre*.  In  foreat  maaagement. 

Foreat  fedu.trle.  in  Forwattv.  Period 

In  »omc  re.p.ct.  the  fore.t  indu.trie.  ar.  only  la  their 
formative  p.riod.     Thi.  i.  particularly  .o  with  the  development 
•f  eheir  fore.t.  fa  coatra.t  to  their  plaata  «kI  machfaery.     Man- 
«g«n.nt  for  optfaMun  «».tain.d  yield  ha.  hardly  commenced  fa 
Ontario  -  or  fa  Canada  for  that  matUr.    A.  the  Royal  Commi.- 
•ioa  on  Pulpwood.  ((17)  p.  120)   p„t  it  we  have  kept  our  timber 
resource,  la  a  curreat  accouat.     C.piUl  ha.  beea  withdrawn 
contfauaUy  when  it  coiOd  have  earaed  iatereat  -  fatere.t  «»£fici«u 


1^ 
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to  support  our  present  industry. 

''^'^■•itloB  a  Period  of  FiaaBcial  Strain 

Men  in  industry  and  in  govenunent  wiU  eupport  E.  T.  F. 
W«]ilenberg*s  statement,  ((89)  p.  Hi)    that  the  transition  from 
liquidation  cuttinc  programs  -  the  cut-and-get-out-policy  -  to 
sustained  yield  management  is  one  of  the  most  difficult  financial 
periods  in  forestry.    It  is  the  period  when  businessmen  and 
governmeia  authorities  must  giire  up  some  of  their  hopes  for 
•hort-run  profits  or  revenues.     They  must  hearken  to  ttie  ad- 
vice of  foresters  on  the  long-run  requirements  of  the  forests 
and  on  the  long-term  benefits  which  wlU  accrue.    To  do  this  wiU 
not  be  easy.    Companies  have  to  listen  to  the  pleas  of  their 
shareholders  for  adequate  dividend  returns  and  of  their  cus- 
tomers for  greater  production  without  increased  prices;    they 
have  to  face  the  increased  costs  of  more  permanent  woods  im- 
provements;    they  must  accept  the  problems  of  forest  setilements.  * 
Government  authorities  must  accept  heavier  forest  expenditures; 
they  will  have  to  pacify  the  insistent  demands  for  more  funds 
which  arise  from  all  sides  or  else  place  the  burden  elsewhere 
than  on  the  forests;  and  they  must  co-operate  with  the  forest  in- 
dustries in  their  efforts  to  meet  the  host  of  practical  problems 
arising  with  forest  management,    in  fact  everyone  in  this  Province 
and  in  Canada  meust  intensify  his  efforts  to  think  constructively 
and  to  plan  for  the  forest  economy. 


f 


1.  Many  short-run  costs  such  as  these  will  have  definite  long- 
run  advantages. 
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Challenges  la  Forestry 

PlMiiitat.  the  positive  .pproadi  to  m««geme»t.  kas  re- 
placed  riteer  exploiUtlon.    It  1.  act  a  dreary  prospect.    Every- 
o«e  makes  pUas;    partlcaUrly  buaine.smea  aad  govenuneat 
officials.    Now  la  forestry,  the  opportunity  eaists  to  make 
ehaages  la  our  m»agement  methods,  the  chaace  to  discard 
outmoded  institutioas  aad  to  comWae  souad  aad  tested  methods 
with  aew,  progressive  fiaaacial  .ad  admiaistrative  techai«,ues. 
Now  there  is  time  to  ask  questioas  aad  to  explore  aovel  ideas, 
to  dUcuss  co-operaUve  projects,  aad  to  run  pilot  studies. 

Aloag  with  the  forests*  challeage  today,  there  is  that  of 
the  large  corporattoo.  vertically  aad  horiaontaUy  iategrated. 
which  is  a  part  of  our  ladustrlal  life.    la  the  forest  ecoaomy  it 
may  weU  become  the  domiaaat  form.    Exercisiag  a  local  moao- 
poly  of  forest  resources  that  is  virtuaUy  complete,  such  a  com. 
paay  is  a  power  for  destructioa  -  aad  for  good.      Uadoubtedly 
the  ecoaomies  of  large-scale  husiaess  must  be  accepted. 


if  the  most  is  to  be  made  of  our  forest  wealth,  iategrated  utiliaa- 
Uoa  ia  iadttstry  must  become  the  keynote.     It  is  up  to  the  people 
aad  &e  govemmaat  to  weave  these  large  industrial  groupings 
into  the  scheme  of  econpmic  life,  to  organise     their  great  pro- 
docUve  potential  in  euch  a  way  that  the  foreeta  benefit  by  their 
existence  and  thereby  society* 

<i        The  problems  of  the  social  control  of  big  business  generally 
lie  beyond  the  scope  of  this  study.    It  is  sutflcient  to  note  here 


ti 
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tl«t  U«tio.  «.y  become  o..  of  th.  ™,.t  useful  of  .ocl.ty». 
«»«.  for  carrrto,  out  ««:h  poUcle..  Ma^h.^  ((54)  p.  117). 

ForosU.   Twation  and  L«ad-u«e  PoUcIok 

Oa.  of  ft.  quaiitie.  of  the  fore.t.  menttoaed  in  Chapter  I 
~.  thl,  .hility  to  «tm..  l«.d.  which  «.y  he  economlclly 
.ubmarglnal  for  «y  other  u...     IW.  f^et  idone  «eaa.  forestry 
-»ould  form  .  pert  of  «y  U,^.u.e  policy  or  progr^n.    A«d 
boc«t«  t««tioa  m.y  reduce  eco««ic  endeavour  to  the  wb- 
nrglal.  it  too  m„.t  be  co^idered  in  coi^ctton  with  «»ch 
policien. 

Tho  Advisory  Committee  on  Reconstruction 

It  seesu  pertinent  to  note  here  certain  of  the  reco«m«idn. 
tions  mad.  by  the  Subcommittee  on  Conservation  and  Development 
of  Natural  Resource,  of  the  federal  govermnent's  Advisory  Com- 
mitle.  OB  Reconstruction.    Under  the  forest  and  forest  industries 
section  of  the  aubcommittee's  r.port  appear  these  comments: 
"Any  form  of  sUvicultur.  wiU  mean  increased  costs  over 
present  «ttraction  methods.    Pr..«nt  handicaps  to  adoption 
of  Improve!  for.stry  practic.s  are:-    i.  Capital  losses  through 
uncontrolled  forest  flr«s.  insect,  or  disease.    These  losses 
cannot  be  covered  by  insurance,    ii.  Insecurity  of  tenure  of 
forest  holdings,    iii.  Lack  of  any  guarantees  as  to  future  tax 
burdens,    iv.  Uncertainty  as  to  futur.  markets.  "   Etc. , 
Canada  ((13b. )  p.  7). 
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P«»vtoc««  U  for««t  holdiiiB. 

...  ■  .„  7^  -pLr^.-  «.id«  y^,^.  „ 

"on  of  fer„t  i.nd.  for  th«  pur»o..  «, 

•o.««  ,  P'omotia,  .«.uun.d  yi.w 

^  «»ctllti««.  ux  co«c..rtoa,  or  «»b. 

•"*••  '^^uired  to  reorgtel«e  for..t  U.A     .^ 

Siuae  tor«.t  ladu.trie.  oa  a  multiple 

product  bMi.  to  provide  for  efflcioit  «-  «f  ... 

«»ci«at  tt,o  of  all  raw  material,; 

«d  V.  Proper  W  ««  i„cl«U^  ^,..,  ..^^^^^    ^^^^^^ 
kc^ldiag..  etc..   Caaada«13b.)p.li). 


Anwjng  the  Sabcommitt 
*re  OcMe  two: 


'•  *®«W-*«rm  recommend*Uoii» 


available  la  for  eat  Jioldia^s^* 

"Ba-d  o.  .d«»„a».  for..t  iaventory  data.  Ulocatioa  to  ^ 
i«du.t,i..  uadar  a  99.y.ar  rea.wabl.  leaae  of  a  contiguou. 
foreat  area  of  .u£ficl«.t  aiae  to  provide  a  continuou.  flow  of 
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raw  materials,   such  «r«a  t«  k-       i.  ^ 

mxcn  area  to  be  r.taiaad  by  the  indu.try 

»««*«  agreed  Haaacial  term.  —  i 

-.  uaaciai  term,  aa  long  a.  operated  under 

P«»per  foreatnr  principle,  mutually  agreed  upon.  » 
C»»««»*  ((13b,)  pp.  11.12). 

The  report  of  the  Subcommittee  provided  a  blueprint  of 
action  needed  to  promote  good  forestry  b,  Canada  a.  a  wbole 
«-  la  the  province..    U  i.  app.r«.t  that  taxation  and  .«,ur. 
-re  import«»t  item,  in  the  opinion  of  the  committee  m«„b.r.. 

Taxea.  »»  Indirect  Influence 

The  Vie.,  of  H.  ULut.  ^  other  tax  .peciaUat.  concem- 
i-  taxation  ahould  be  noted  here.  l.uU  ((54)  p.  14).  Wohlenberg 
((•»)  P.  361).     Taxe..  while  appropriately  «.ed  a.  mean,  for  the 
.-couragemeat  of  fore.try  or  «.y  other  government  poUcy. 
.Wd  not  be  deeigned  to  achieve  the.,  end.  by  providing  any 
direct  inc«»tive..     Th...  ««  believe  that  having  helped  to 
provide  order  in  buaine..  activitie..  t«ce.  ahould  be  no  hindrance 
to  bunine..  enterpri.e.     Change,  in  taxaUon  Aould  be  aimed  at 
«aootWng  nut  or  keeping  «nooth  the  flow  of  induatrlal  produc- 
tion.   In  effect  they  propo.e  that  the  government  ahould  Ughten 
tha  tax  burden  to  achieve  it.  deeired  end.  «ther  than  threaten 
to  increaae  taxe.  if  the  end.  are  not  accompUrfied. 

Tax  PoUcie.  and  ttie  Fore.t  Indu.tr ie. 

to  wpport  of  the  contention  that  the  fore.t  tadu.tHe.  do 
d«.erve  more  fevourable  conaideration  in  government  tax  poUcie. 
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the  felloivlBg  points  may  be  dtcd: 

I.     The  task  of  returning  the  forest  reaonreea  of  Oaterio  to 
their  former  productivity  mad  malateiaing  them  .t  »  optimum 
•oetaiaed  yield  for  the  benefit  of  ell.  i.  one  which  «iU  coet 
large  eum.  of  money.    TM.  financial  burden  mu.t  be  home 
hr  aU  «iio  are  able  to  do  eo.    Because  of  their  integral  part 
in  such  a  task,  the  forest  industries  should  be  given  every 
assistance  to  help  ttiem  bear  their  share  of  the  fias'.acial  loads. 
It  is  an  examine  where  special  considerationa  to  Ughten  the  tan 
burden  ate  called  for  by  the  urgency  and  sine  of  tiic  Usk  to  be 
acetmiplished.     This  is  the  ahort-run  aspect  of  a  loiig-ran 
program  of  action.    And  it  wiU  be  action  which  will  bring  the 
forest  resource  to  a  state  where  it  will  be  mere  able  to  bear 
its  share  of  government  costs. 

li.   The  burden  of  the  present  taxes  may  be  considered  equit- 
able because  they  are  levied  upon  aU  or  most  industries  in  a 
like  manner.    However  income  taxes,  for  enample,  make  little 
provision  for  the  differences  between  iadusiries  (e.g.  the 
forest  industry  and  the  shoe  manufacturers)  arising  out  of  re- 
quirements for  re-investment  of  earnings  for  future  operations. 
In  otiier  words,  a  forest  company,  if  it  is  to  bring  its  forests 
under  good  management  will  have  to  incur  heavy  expenditures 
for  roads,  silviculture,  etc. ,  expenditures  the  like  of  which 
no  shoe  emnpany  Utcmm.     True,  these  hemvy  diargee  may  be  the 
reeult  of  the  Cpreet  coAapmay*e  own  paet  actioae  in  over-cutting 
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(fr.<p.«tly  "„.l„i^H)  it.  ,„„„      But  «.ch  .ction.  wer. 

lii.    Alr-dy  th.  mUdng  i«d«.try  reciv.  «.b.Uatially  l-tu 
t«  tr..»m,.t  U«.  do*,  th.  ev»MUy  «..«»tUl  £or..t  indu.try.  » 

Th...  .r.  not  nmm  «r,um.nt.  for  pr.f.reiiti.l  tM  coMid- 
•ration..  But  th.r  .r.  .tlU  ^Ud  «d  .till  .«,.,  th.  .tro.g..t 
ia  torour  of  mich  gov.nun«nt  actioa. 

Boc«a..  t««.  ar.  l.vi.d  by  gov«nun«»U  au>.t  of  th.  «.g. 
g«.tk>a.  which  follow  will  b.  dir.ct.d  toward,  .top.  which  th... 
bodi..  could  tak.  to  .timulate  hotter  foro.try  on  th.  port  of  th. 
for.0t  iadu.tri..  in  OnUrlo.    A  l.t.r  ..cUon  contain,  «m« 
r«:omin.iKlatlon.  for  thought  on  company  poUcy  in  thi.  mattar. 
Th...  wgg..tlon.  «r.  mad.  with  fuU  awar«>...  of  th.  n..d  for 
r«.Mrch  «»1  .tudy  to  t..t  their  validity,     "^.y  .r.  propo..d 
in  order  to  Mcourag.  .uch  .tudy  ratfa.r  than  to  provid.  m  c.rtain 
path  out  of  our  pr.Mst  .ituaUon. 

Conc.rning  Gov«mm«nt  PoUcy 
Corporation  bcomc  Tax.. 
Th.  Federal  faicotne  Tax 

From  the  review  of  the  British  income  tax  in  Chapter  IV 
point  etande  oul.     Thi.  ie  the  nee  of  the  income  tax  ae  an  in- 


I" 

I; 


1.     See  pp.    59  to  62  above. 


i,! 
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"*'*  ~™ '"^  "•«"—•»' .-"v^-g-m.  d-,,..  . 

«••••.  «ei>.,.ll,  r.crtve  tr».tm.«l  ..  c,„,.„, 

«w  «0  current  «Jcpexuc«,  deduct- 

,».l«.c.««.  u.  m.  .UU^«,  .„  ^.  „^  .^,^^  ^^ 

b«r  •  rcMoaablc  r«l«tioii«hip  to  ttie  .u«  «/  „ 

-«"P  *o  me  stM  of  current  logging  op- 

.ration,  and  that  ^y  „«..»  ^^  ^^^  ^  «««gen»nt  area. 

.-PFiyi^HT  wood  to  pr..ent  canv.r.*on  iadUti...    ,„  .„«,,  «,.,. 
««-.gem«t  coat,  are  expen...  inc«rr«,  for  the  p«rpo..  of 
gaining  iacozxieo 

If  m««gement  e,pen.e.  pertain  to  area,  held  for  future 
•KP«^on  of  the  mm  or  for  tln^ber  to  be  «,ld  they  are  cla..ed  a. 
c^pi^l  expenditure..    A.  .uch  area,  are  brought  into  production 
the..  capiUli^ed  expen.e.  i™.y  b.  recovered  by  «.an.  of  deple. 
tioa  allowances. 

Depreciation  Allownre..     Treatment  of  depreciaUon  oi  capital 
«P«diture.  under  the  hicome  Tax  Regulation.  1.  on  th«  ba.i. 
•f  a  fixed  percentog.  of  a  diminishing  balance  of  the  capital  co.t 
Pf  the  item.    Thl.  ba.i..  rather  than  a  .traight  line  or  fixed 
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percentage  of  the  initial  capital  coat»  was  adopted  for  tax  pur- 
poaes  to  counterbalance  the  usual  rapidly  rifting  £a£uLnteju«uice 
coata  of  any  capital  item  aa  it  grov/s  older,     Tliat  ia,  larger 
depreciation  ch&rgea  are  allowed  before  maintenance  coata 
hecome  heavy. 


Raceat  chaag ea  in  ihia  part  of  the  Kegulationa  dealing  with 
allowancea  for  capital  coata,  have  favoured  the  foreat  induatriea* 
Two  optional  treatments  o£  these  costs  have  been  provided.   Prior 
to  the  changes,  property  which  would  have  no  uae  in  catting  or 
extracting  tixnher  after  a  limit  waa  cut  over  (e.  g.campa,haul 
roada,  mechanical  equipment),  had  oaually  to  be  depreciated  on 
a  atrai^t-line  baaia  over  the  life  of  a  limit;    that  ia,  depreciation 
allowances  were  granted  at  a  rate  per  unit  of  wood  cut^  baaed  on 
the  inventory  of  the  limit.     Today  thia  method  may  a  till  be  fol* 
lowed  but  am  alternative  ia  provided.    Such  property  may  alao 
be  depreciated  at  a  rate  of  30  per  cent  annually  on  the  diminish- 
ing balance  baaia.        However  the  taacpayer  havii^g  chosen  which 
method  he  will  uae  for  an  item  of  tiiis  nature,  noay  not  Inter  de- 
preciate it  by  the  alternative  ceiethod. 


Another  favourable  amendment  to  the  Regulationa  provide  a 
that  foreat  management  expenaes  of  a  capital  nature  (such  aa 
acceas  roada  and  trails  for  protection  purposea)  may  be  depre* 


!•  Previoua  to  this  change  some  mechanical  equipment  was 
depreciated  for  tax  purposes  at  a  rate  of  20  per  cent. 


'«rt  v.d  a  r^t.  of  only  4  pr  c«u  .»d  it  w.-  ., 

'•''•' ~"^^  »«  *^**»«d  for  protection 
'••a*  and  traU*. 
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°     '~''  -  "^"^  «''—  •"  ^-^  «.U  ...„  .,  ^ 

OMaciai  problem*  involved  in  die  ««rf.„  f 

•a  »a  the  .wlag  to  sustained  yield  mu,. 

p« .-. ,«. .,,...,.  ^,...^,„„  „,  ^  ^,^^  ^^^ 

fc«  written  ott  ia  four  year.. 

Thi.  favourable  treatment  ehould  reduce  a«^  .« 

r««mce  any  company  re- 

Ittctaacc  to  embark  an  tr^^m..* 

•moark  on  fore.t  management,  that  ariee.  a.  a  re- 

.ult  of  income  t«cation.    Le.e  money  now  wiU  have  to  remain 
"•d  «P  in  capitnl  «cpendit«re.  which  will  be  .ubject  to  unineur- 
.W.  riak.  of  loaa  froo.  fire  or  attack  by  inaect.  «d  diaea... 

Th^re  will  be  Icm  taxation  af  «iK.  *  o     /-      ^ 

^  mm  wxauon  oX  what  R.  Goodc  caUed  '*iini>ut«d'* 

coata. 

DiM«M-^All«r«ct..    D«pl«tion  aUowance.  «,der  the  Regula. 
Mo-  have  not  been  altered  along  with  the  recent  change.  In 
treatment  of  depreciation.    It  i.  difficult  in  an  exten.ive  .tudy 


impo; 


1.  pnbar«  wara  iaataacas  where  such  claima 

by  the  i>apartinant  of  National  Hevenuc. 
Z.   See  pp.   44  and  45  above. 


were  diaallowed 
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in  U»«  UnUoa  of  capital  -^i..  .    „ 

"•  "*•"  •«<»•'  tent-term 
»n«*f«m«ni  from  Om  Cr««-  «. 

*•  Crown  th.  proWem  wiU  h.,^    ^^^ 

on.,.0.*..  **  "^"^ -•-»«-*«»•«-"«»  i.  .  minor 

oae  in  Ontario  ^iii«rc  «i«^k  •  i 

nd«i.l  .  ••  '^"-*^«  o^  «»•  'or..t  i. 

•dmiaiatered  by  th.  Province. 

XI- .ytem  Of  d.^.U«,  ^,^..  ^^^^^^^  ^  ^^ 

«*edi1.  income  t«  «i^,  ^  .  i«  pert  to  Can.ci 

....  J  f-        «i  p«ri  to  Cajomdicui  con- 

^ -^  "^-  •"-  -  -  *K.-.  X..  X..  «u  ,„^,  ,„. 

cJtud*  sucli  %cti(m.    For  tw^i— 

*"•  """»•  "  -^  "-r.  r„«l.  «„p.„  ^  ,.,  ^, 

•*"'"'""''  "'^•^'^"^^  w.  .^  ...^„ 

states  lBt€nua  Rortmie  Cod*^    k*,. 

tn-  *».  .~« .,  u^^^  ^  „  „^„^^  ^__^^^^  ^_^^^^^ 

burdens. 


The  carrying  forward  of  depletion  allowance,  a. 


i«  per. 


1.  See  p.  57  above. 

2;  See  pp.  122  to  124  above. 

3.  See  p,  150  above. 
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"^       might  be  a  de»irahi*  *■ .. 

to  C«ad.     Ho-        .  ^novation  if  adopted 

•""ixeiy  that  such  acUo«  «o»iw  w- 

Th«  Oatario  h»come  Tax. 

--^ »,«..  ..^..  .^_.,  „  ^.  ^^^^^^  ^^  ^^  ^^^ 

Ik..  I.  ,  ■»«•«•■»««  pun.. 

«-.  «  U  ,„^,  ^.  O.Urt.  «„^,  ^  ^  ,^._^  ^  ^  ^ 

-— «  -  -""  «•■"  <•  «'^.  ..  P..v„.  „..,,  ._„^  „,„ 
pr^Mnt  legialatloa. 

♦♦♦♦♦• 


I 


i.  See  p.  122  above. 
2.  Sec  p.  57  above. 
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•*»v«  are  in  mmar  i«.».«4  "cu»«ed 

"^  '••'^•'^'»  -P-cil  to  the  for..t  lndu.tri.. 
"•''•vr.  th.r.  .re  other  ..p.ct.  of  ^ 

••"•'•*  "-y  >»*ve  rtgaiacaace  ta  a.,  r 

•««  i.  the  .u.^«,.  ,,t         7       *  "^'^  ^  ^'"^^^-^  -«- 

"**"^  •hove,  the  T«  R«itel  A»r«i«-  »    . 

Draw.,  ^f^m-U  hetw.e«  n^y  «,  4^. 

province.  «»d  the  feder.1  «>v.««.  *  . 

i.  the  ^r^^  r--"-..*  h.ve  ohvi.t.d  thl.  difficulty 

^  ••^  ^'•^"•-    "  ^-  --•^ul  Whether  the  «..  of  the 
"«•  aUecetlo.  for««l.  throughout  thl. 
^.     -  "***"**"*  ^^o'^t'y  would  remat  to 

««ich  chaise  i«  provtoditl  revenue.     It  4.  ,.. 

«.«       .  "*•  l»»«*W«  th.t  Ontario 

«-y  «.ter  .  .aniUr  .^..^^  ^^  2 

%«  w(Mwa.        But  lamtU  mich 
"me.  ««l£ormlty  to  .ItocMio.  i6r««l..  .„d  i       .v 
««  .^  V  .  "nwuae  tad  to  other  tas  matter. 

:r  '  *•  "^~  '^•"^-  "-"••  -  •— .u  J 


Provtocial  Corporation  Tax., 


I. 
I. 


Sf«  pp.    54  to  56  above. 

ni.  M'~<n«i  k..  b.«  «p„<,.  s„  u„  r.,„„a. 


I 
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•^  -  .u  u...  .^„  ^„  ..  ^  ^  ^^^^^  ,  ^ 

««  »X9«  could  die  a  natural  death.  ^ 

Laad  Taxea 
A.  ifCted  .b«v.  i^uaclpl  «d  proviacui  property 

^or  »anr  ,..r..    A.  It  i.  difacult  for  ^uUcipaliti..  ,0  d.^. 
i«d.p«d.^ly  th.  b..i.  or  valoauoo  of  for.t  1«<U.  it  i.  „p 
to  the  Proviac  to  «ai»  th.  «o..  to^rd.  ^^^  ^„, 
on  th.  productive  capacity  of  the  for..t  «.il.     Xh,  Provide,  ha. 
both  the  nece.«.ry  authority  aad  the  re«>urce.  of  „^„.y.  ^,. 
lodge.  «,d  p.r««„.i.     Th.  co««ty  of  Sunbury  ia  New  Br«..wicic 
J««  »ad.  «.  int.re.tia.  attempt  to  broadly  clarify  1.,^.  for 
t«  P-rpo...  roughly  according  to  .it.  <»uality.     I,..i.  „p.rience 
would  probably  b.  a  valuable  guid.  to  chang..  that  ar.  po..ibl. 
la  OnUrlo.     Th.  author  r.aU...  that  nothing  could  b.  don.  in 
thi.  country  on  the  .cale  of  th.  Scandinavian  land  and  income 
U«...    Nor  i.  it  actually  d.airable  to  do  .0  in  thi.  «ten.ive 
Province.    But  there  i.  no  real  reaaon  why  «,xn.  acUoa  .hould 
«ot  be  tak«»  now  to  improve  our  pre.e«t  unaatifactory  a...... 

ment  baai.. 

AdaptabiUty  to  local  admlnl.t^ation  ha.  giv.n  th.  prop.rty 
t«  it.  prominenc.  in  municipal  financ.    Th.  .ucc...  of  th. 


1.    See  p.    147  above. 

'•  2;rS.*ror1::'rd'*"  "••"  •"•'"*'•**  "^  "*•  Mr..m.at. 


i>'( 
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i«  local  iacom.  t«..  .^^^  ^  ,^^,^ 
W.  fu  that  «ck  t^..  „.  ^  ^^  ^  '*'' 

P..UOU.,.,  „  p,^« ..  -bu.  a««.,  ^  ^.  _^^  ^ 

F^roveiiMAt  since  siieh  fAw««  ^ 

•ttch  tttcs  were  repealed  ia  1916, 

^cceeeion  Dutiee 
BriUia  receive  under  the  it-s*^*-v  .^..  1 


acte.       There  ie  merit  in  the 
Brlti.!,  provision  fo,  ,^^^  ^  ^...  ^^^^^^^  ^^  ^^^  ^^_ 

»e«t  Of  <.uti..  ^«  «^  ,^,  ,.  ^^     FuHK..«or..  th.  c«c.i. 

lation  of  .U  duti..  o«  «.c.  timbor  o.  th.  death  Of  U«  leg.*., 
prior  to  a  r.valuatio.  of  tho  property,  i.  .  ..^o^l  pro.i.io« 
which  IWrUr  rocogni...  th.  true  «at«r.  of  the  fore.t  .  a.t  it  i. 
tH.  l«d..  only  crop  «d  .hould  fc,  ta,.d  only  once.     IncorporaUon 
of  .imiUr  provision,  in  the  federal  ^6  Ontario  act.  would  enaur. 

thel  these  sUtutee  wiU  ia  ao  wav  hlAH^t.  *k-a 

^  w  no  way  Hinder  the  progress  of  forest 

mAaagemeat  in  Ontario. 


♦  o  e  ♦  e  e 


1.    See  p.    145  above. 
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T*«atioa  is  om  of  the  element.  In  the  country',  econ. 
omic  climate  which  government,  cnn  control.    And  with  co-op- 
•ration  between  *U  iev.1,  of  gov.rmn«it  it  would  be  robbed  of 
•^r  cnprlclonwe..  and  glrea  clear  form.    Another  elem«it  per- 
kap.  equally  a.  Important  1.  governmwit  «q,eadit«re.    Reference 
in  Chapter  m  above*    wiU  Indicate  the  doae  tie  between  e^pendi- 
turea,  taiutloD,  and  foreatry. 


Stnmpage  and  Ground  Rent 
In  the  section  dealing  with  stumpage  in  Chapter  m  some 
doubt  was  cast  on  its  efficacy  as  a  means  for  raising  Provincial 
revenues.     The  abiUty  of  the  Provincial  authorities  to  continue 
to  price  their  forest  products  in  a  fair  and  proper  manner  in  the 
conditions  of  modem  business  which  grow  evermore  complex,  has 
been  questioned.     The  posslUUty  of  Increasing  present  stumpage 
rates  sufficianUy  to  yield  the  revenues  necessary  for  increased 
Provincial  expenditures  on  forestry.  Is  not  great  if  the  competi- 
tive  market  positions  of  ttie  forest  industries  are  not  to  be  en- 
dangered.       Furthermore,  stumpage  appraisal  is  viewed  as  an 
improvement  on  previoua  method,  of  stumpage  evaluation  only  if 
it  Is  an  interim  measure.    It  wlU  not  solve  the  Province's  tenure 
problems.    Are  there  any  alternatives  to  Ontario's  continued 
reliance  on  sfaimpage  as  the  main  .oorce  of  revcmie  for  ft»««^«^» 


1.  See  pp.   63,74,    83  to  85  and  93  to  95  above. 

2.  It  Is  not  meant  to  imply  that  stumpage  evaluation  ought  to  be 
dependent  on  forestry  expenditures.    The  author  firmly  believes 
that  If  stumpage  Is  to  be  retained,  there  should  be  no  direct  re- 
lationship between  the  two. 


— t^)  • 


4 
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«-  D.pt.  of  L«d.  ^  p„„,.,    ^^  ^^  .If  ^ti...  help 
«•  .olv.  tk.  fo,e.t  ^^r.  p^oble^  u.  0«f  Hot    m  «^,  ^ 
«--  ,-e.Uon.  «..  ,oUo^  ^„„,,^^.  _  _^^  ^^  ^^^^ 
•tttdy  i»  thoory  ud  i.  practical  dotatl. 

To  a.oid  tl-  prola««.  ^  p,i,^  ^,„^  ^^^^^^^  ^^ 
Crow.  U.d.  «„,  u>  ..Old  .,„,»,  p^,,.^  ^  ^^^..^^^  ^^^^ 
•f  ti«b.r  «.d.,  ««.g«^e.   a,,  .^j,^  ^^  ^^^^^^^  ^^  ^^ 
c«n„.«K.«,.    o.  ti...oth.,  I^a.  ««d.r  U^.  .,.t«,  ^  ^^, 
r^U  pr....t,y  ,.  force,  .  cl..r  ^^^^  „,  «„  ^^,.  ^^^^ 
which  .„ch  r«t.  ,^,  ,^,.^  ^,  ^^^^  ^^^^  ^  ^^^^ 

probl.«„  U.  U«6.r  ir^  .„u|..d  yield  »«...««,,  ,,  Crow. 
l«d..     Uc«,.e,  «^  ..„„^t  i^„,  ^^^^  ^^^^  ^^ 

ground  r«t.  would  obtain  fuU  ttU.  to  aU  timber  Ch.y  grow  « 

^••^•••i  or  Jiceaaad  land      <^<m».^i  -.* 

«««iiaiuj.    Control  of  company  ni«iagen»«ttt  prac- 

14c..  could  b«  h«.dl.d  under  the  Crown  lixnber  Act  a.  it  i.  pre.- 
..tly  con.tituUd.     Th.  a.y«.t««nt  of  rental,  mlgbt  be  mad.  at 
thr..  or  £iv..y.ar  infrval..     Some  difficulty  i.  e„vi.aged  in 
th.  actual  ..tabU.hm«t  of  ft.  rental  raU..     How.v.r  a  .y.t«„ 
ba..d  upon  fee  rtte  quality  of  th.  fi,r..t  land  could  «tr.ly  b. 
•volvd.     IW.  «..d  th.n  hav.  «,  dlr.ct  b.aring  on  th.  crop,  of 
timbor  actually  produced  nor  «.  th.ir  markat  valu..  -  valu.. 
which  may  b.  dimcult  to  ..tabU.h  uad.r  pr..«t  markating 
mathod..    The  productive  capacity  of  broad  el««.«.  of  for..t 
•it.. 


b«  found  and  ucad  a»  th.  ba.ic  standard  for  r«»tal.. 
Thi.  .tandard  would  a..ume  rwMnable  maaagnmnt  for  a  m.. 
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2  -u. ...  „.. .. .,,,.,  .^^^^  ^^  ^^^ 

ela.«.  could  th«  b.  gi^«  ^^ 

•  «wa  twscd  oa  tt«ir  relative 

pro^ctire  eapacittcs. 

K  the  revenue  yielded  to  the  Provin.,.  k- 

•  province  by  grouad  rente  is 

"^  ■°™'!'  ''1'  »•«  or  th.  tocom.  to 
«  .  «nr  -.d.»t.  .„„„„  ^  ^^^  ^^^  ^^  ^^^  ^^ 

~«i  P.o<.„..  „e.   „ ..  „„^^  ^  ^.^,^^__  ^^  ^^  ^_ 

creased  expenditure,  by  the  Pr<.»4«-..     u.  ^ 

•nr  me  Province  which  are  enviMged  in 

order  to  bring  the  Province',  fore.t.  u«H.. 

.„     ,  '**"•*■ '«*'«' P«>P«  management 

^»  largely  outrtde  the  .cope  of  thl.  .tudv      it  ... 

uu»  .may.    u  aeezn.  rea.onable 

«>  •Qggest  that  these  .»r>..^<« 

.the.e  expenditure,  be  not  lixnlt..  ..  ^v,  , ^ 

a>e  fere.f  may  directly  vl»^       Ifowever  l7i»  "^        ' ~ 

-  j^ nowever  if  it  prove  necee.ary  to 

do  ao,  then  the  a«c  of  a  aurtair  «,-  t 

«»rtax  on  income  of  the  fore.t  indu.trie. 

or  a  .everence  tax.    clearly  earmarked  f«.  -     u 

7  c«rnaarited  for  .uch  .pedal  Q.e  can 

b«  JuBtified. 


fore.t  iUtanagement  Fund 
TM,  rai.e.  the  point  of  the  ..tabliahmeat  by  Ontario  of 
—  .ort  of  Fore.t  Management  Fund.  «,mewhat  along  the  line. 
of  the  French  Fore.t  Improvement  Fund.     If  «.ch  a  fund  were 
-t  up  it  could  be  maintained  by  the  .peciflc  taxe.  deacribed  above 
lU  u.e  could  be  publiciaed  and  the  .pecial  tax.,  which  «pport  it 
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«•«  yi«ld  tax«.  in  the  ni«e.  «/ 

»«««« good  forestry      ft  i.         .  '^"•'  *"    ?«»- 

•*»y.    It  !•  probable  that  a  F.-^ 

^'••try  loan,  at  »„^.«   .  -vallable  for 

F..  "tiereat  rate,  would  be  Dr«f*,.w. 

^'opean  fereatry  ha.  fo««,  .  „«,,^  «  P-f.raW.. 

-    cia,.  "•'"^  ^'•^ '- -uch  foreat  fi„„. 

Co«cemli^  Company  PoUcy 
^  the  foreat  Induatri..  ^^  ,.^.^ 
Action  al#>»«»  41.     ,^  ^  ^Axcs,  th€lr 

•»««  the  line  of  a  poaitiv.  ta,  poUcr  m. 

"«*««d  to  P0..1M,  gorerament  acH«        „ 
ever  the  fbr««t  —  «™en»  «cttoa.     How- 

**'••*  «»»l«n*e.  have  a  raU».r  lar..  « 

•PproWua  to  ov.rcom.  "  *'  '«*»"*= 

•^•'come  coaceraiag  their  treats-.    . 

«  „,«„  treatment  of  the  foreata 

«**ntea  la 


;«!•. 


1.  r,«,  „.„,.^.  ^^  ^^^^^  ^^^^^^ 
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O^irUvour.     Jn  QUb  natter  n^.u  u 

"»••  of  tfa«  problem,  that  •<m>h  * 

•""**'***«•  would  probablv  h.-     ,     . 

•--  ««"mcce..iui  be<*u..  of  .  Uck  of  -         , 

To  prove  «.eir  willing.,  to  bear  their  fair  ^ 

"■"*«•  uouid  show  a  i-*.i  J     i 
provide  the  fact,  and  «  ^••*"  *<» 

*•  ^  ^«»'««  of  their  b«.i«..,  ^,,^  ,,  , 

-rr  to  Aow  that  t«c  cha...  "•'*•■ 

I  «««  change,  are  in  order.    For  it  i.      , 
•Me  that  before  le.i.l.H  *^*»' "  *•  «»ly  rea.oa. 

o-  the  .overnJ^  ^'  -"^-.Uve  actio,  can  be  tahen 

the  govenu„«.t..  par,  the  authoriUe.  .hould  be  ^y  ,^ 

vreant  With  all  detail..     Thi.  1.  .  jlffl     u  ^^  *«' 

co««i         .  «l«ttc«lt  proportion  in  the 

complex  .tructure  of  a»*  ..  ««  me 

«.w»re  ot  our  pre.ent-day  bu.ia...  . 

government  i.  liable  to  take  u»f-4 
lorlkcomiB,  «■•  tu,  ~j. 


I 


I 


ifc 


«P«ct  the  governments  tax  iaetrument  to  be  daU  «id  laexpe 


rtly 


handled. 
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Ae  menUoiied  in  Chapter  Ul.  there  la  aome  doubt  today 
when  foreat  execniivea  apeak  of  a  Uck  of  funds  for  inyestment. 
whether  they  mean  investment  in  the  foreata  or  in  plant  facUitiea. 
At  the  preaent  alag e  when  the  foreata  require  such  Urge  amounta 
to  be  apent  upon  their  rehabUiUtion.  unmiatakable  examplea  of 
company  inveatment  in  the  futare  foreaU  (poaaibly  at  the  expenae 
of  aome  ahort-run  coxmnercial  advantage  to  be  derived  from  new 
plant),  would  do  much  to  underline  the  m^ny  atatemeata  that 
in  induatry  make  concerning  their  autqporl  of  auatained  yield 
foreatry. 


men 


There  ia  one  more  aapect  of  company  policy  concerning 
taxation.     Where  non-contractual  coata  or  rewarda  for  uninaur- 
able  riaka  are  being  taxed,  *    the  foreat  induatry  ahould  endeavour 
to  reduce  such  coaU  to  a  minimum  and  convert  them  to  contractual 
coata.    Aa  auch  they  wUl  be  deductible   from  taxable  income.    If 
the  Provincial  government  doea  provide  the  foreat  induatriea 
with  full  equity  in  the  future  atanda  of  timber  on  their  limita, 
then  the  incentive  wiU  exiat  to  bring  into  exiateace  adequate 
foreat  fire  inaurance. 

e  4r  e  a  a  a 


1.   See  pp.    44  and  45  above. 
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,         ,  government  and  company  t«t*tioa 

fore«t  poUcy  .quare  with  th«  Doint- -«^ 

««  potato  made  ia  Chapter  17    The 

renewable  nature  of  the  loreeta  ia  re».^i     ^ 

^. .  "•  *•  '•«»«n«»*d  and  ftoi  advaatare 

-«..  -..«..  rt^«..  ^  ,^,^  ^  .,,___^^  ^^^  ^^ 

•    "on.    r«rth.rmor.,  «  »,ci  poUcta.  were 

-iid.  *»«  ....  „  ^,.  .^„.  ^  ^,„^,^^     ^^  ^^^    ^ 
PO.U„c.  u  U„  „„..„.„  ,.  ^.  ^^„„^^  ^^  ^^  ^^  ^ 

«»  P«,p..  1.  op.„tt.,  u.  fe„...  ^,  ^  ^^,_^  ___^^^^ 
yi*ld  of  forest  productm. 


FDiXS 


v^^ 
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